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1. what the plan offers 

For once the Government has put for-
ward proposals for legislation in a form 
which, while committing it to the basic 
principles, leaves room for public and 
private discussion of many of the details. 
In the short time that remains before the 
White Paper on National superannuation 
and social insurance (Cmnd 3883) is 
translated into legislation, it is important 
that such discussion should take place 
and that it should no longer be limited, 
as it has largely been so far, to high level 
negotiation between the Government and 
the main interest groups-the CBI, the 
ruc, the Life Offices' Association, and 
the National Association of Pension 
Funds. It is also important that the basic 
principles of the Government's new pen-
sion scheme should be understood and 

' discussed. The introduction of the 
scheme will probably be a major issue 
in the next general election campaign. 
Its impact, however, will be still greater , 
in future decades when the standard of 
living of millions of pensioners will de-
pend on the decisions now being taken. 

When the White Paper first appeared, it 
attracted a good deal of attention in the 
press. Since then, there has been little 
serious public discussion, although a fur-
ther White Paper, Social insurance 
(Cmnd 4124) has been published, giving 
fuller details of the Government's pro-
posals for earnings related short term 
and invalidity benefits and showing the 
proposed contributions and pensions in 
terms of April 1969 earnings levels (the 
figures given in National superannuation 
and social insurance were based on April 
1968 earnings). (For cqnvenience "the 
White Paper" means National super-
annuation and social insurance, while 
"the July White Paper" means Social in-
surance.) This pamphlet takes up the 

' argument from the point at which the 
initial press reactions left it. 

twenty years after 
The new pension scheme is planned to 
commence in 1972. Full pension rights 
will be earned only by those retiring in 
1992 or later. The first question to be 
asked, therefore, is: what does the 

scheme offer to those still young enough 
to derive the maximum benefit from it 
-men now aged 42 or less and women 
now aged 37 or less? 

The way the basic formula works is, in 
effect, as follows. The individual's earn-
ings for each year after the scheme com-
mences are expressed as a percentage of 
average male industrial earnings in that 
year. These percentages are averaged and 
it is on the average percentage that the 
individual's pension is calculated at the 
following rates : 

On earnings up to halof the national aver-
age: 60 per cent. 

On earnings from half to one and a half 
times the national average: 25 per cent. , 

Thus a person who, on average, had 
earned half the national average would 
get, on retirement, a pension of 30 per 
cent of whatever average male earnings 
then happened to •be (60 per cent of his 
individual earnings). If he had earned, 
on average, one and a half times the na-
tional average, his pension would be 55 
per cent of average earnings (36t per 
cent of his individual earnings). Those 
whose yearly earnings averaged more 

• than 1 t times the national average would 
get no additional pension. 

Once in payment, the pension would be 
reviewed every two years. As to the 
amount of the increases resulting from 
these reviews, the White Paper is less 
specific. As a minimum, written into the 
law, the pension would rise sufficiently 
to compensate for price increases (the 
possibility o.f prices failing and the action 
to be taken in that event are not men-
tioned in the White Paper, rbut will pre-
sumably have to be covered in the Act) . 
Increases going beyond inflation proof-
ing will be left for decision by the gov-
ernment of the day, taking into account 
changes in earnings and in the general 
standard of living, as well as the econo-
mic situation. 

Two questions arise: the adequacy (or 
excessiveness) of the pensions at the time 
of retirement, and the adequacy (or ex-



2 

cessiveness) of the arrangements for post-
retirement increases. A third question-
whether the redistributive element in the 
formula is too much, too little, or about 
right-we shall discuss later, when we 
have looked at the contribution formula 
and the proposals for the 20 year tran-
sitional period. 

meeting minimum needs 
The inadequacy of the present fiat-rate 
pension, together with the meagre earn-
ings related benefits under the 1961 Tory 
graduated scheme, provides the main 
justification for the new scheme. In par-
ticular, having rejected selectivity as a 
basis for the solution of the long term 
problems of poverty in old age, the Gov-
ernment is anxious that the pension 
earned by a low paid worker should be 
enough to live on without recourse to 
means tested supplementation. This ex-
plains the lower part of the pension 
formula: 60 per cent of half average 
earnings in April 1968 came to £6 12s, . 
or enough to raise most single pensioners 
above the means test limit for supple-
mentary pensions. The July White Paper 
gives similar figures based on April 1969 
earnings. On this basis, 60 per cent of 
half average earnings is £7 4s . Assuming 
that supplementary benefit rates continue 
to rise roughly as fast as average earn-
ings (as they have tended to do for some 
years past), relatively few people draw-
ing pensions for the first time after 1992 
should need to apply for a supplement-
ary pension. 

Surprisingly, this aspect of the scheme 
attracted very little press comment. The 
Economist (1 February 1969) declared it 
"not proven" that the proposed benefits, 
even by 1992, would lift people above 
the need for supplementary pensions. The 
£6 12s a week which the "lowest grades" 
of new pensioners would have drawn in 
1968 had the scheme started 20 years 
earlier would, the Economist argued, 
have been less than some pensioners 
were then getting. This is perfectly true. 
From October 1968 a single supplement-
ary pensioner was entitled, as a minimum, 
to £5 1 s a week plus an allowance for 

rent. In November 1968, out of 1,847,000 
supplementary pensioners (counting mar-
ried couples as one), a:bout 575,000 were 
paying rents of £2 a week or more, and 
400,000 were receiving extra allowances 
for special needs. On the other hand, 
most of those retiring in 1968 would 
have qualified for a pension of much 
more than £6 12s if the scheme had then 
been in operation for twenty years. Only 
a small minority would have had to 
apply for a supplementary pension. De-
termined to paint as black a picture as 
possible, however, the Economist article 
continued: "And, of course, by 1992 the 
official definition of the poverty line will 
be nearer to the then average wage than 
£6 12s is to the average wage now". It 
is indeed possible that the gap between 
supplementary benefits and wage levels 
will have been reduced by 1992. Past ex-
perience suggests, however, that any such 
reduction will be small and that the 
Economist's "of COll[~e" is a good deal 
too optimistic. By 191.§ the supplementary 
benefit rate for a single person had 
risen to 3 .6 times the national assistance 
rate introduced 20 years earlier (exclud-
ing the rent allowance and the 10 shil-
ling "long term addition" which replaced 
many of the discretionary allowances 
formerly paid by the NAB); while aver-
age earnings had risen 3.2 times com-
pared with October 1948. The conven-
tion on which recent increases have been 
based is that laid down in the White 
Paper for future biennial increases in in-
surance pensions: inflation proofing as 
a minimum and increases in line with 
average earnings whenever possible. 

Daily Telegraph readers were given (29 
January 1969) a still more alarming view . 
of the future by G. D . Gilling-Smith, 
who appeared to think that anybody 
earning less than £1,000 a year would 
still be liable to have to seek an allow-
ance from the Supplementary Benefits 
Commission. This suggestion, seem-
ingly based on some quite irrelevant cal-
culations of the value of pensions under 
the existing scheme, is pure fantasy . On 
weekly earnings of £20 a week, in terms 
of 1968 earnings levels, the new scheme 
gives a pension of £8 17s. for a single 
person and at least £11 13s for a couple 



-far above supplementary pens·ion lev-
els. (Mr. Gilling-Smith is the author of 
the Pelican Complete guide to pensions 
and superannuation (1967), in which a 
garbled account is given of the argu-
ments in my earlier Fabian tract Pen-
sion rights and wrongs (1963), which Mr 
Gilling-Smith regards as representing 
"the views on pensions of a small but 
active group on the extreme left of the 
Labour Party"!) 

So far as the great majority of male em-
ployees retiring in 1992 or later are con-
cerned, it is fair to say that the new 
scheme offers pensions, in the words of 
the White Paper, "sufficient to live on 
without other means". But there will in-
evitably be some who must still depend 
on means tested supplementary pensions 
-those with quite exceptionally low 
earnings or with special needs in retire-
ment (the two will often go together 
where low earnings are due to disable-
ment), those with particularly high rents 
(a problem which should be less preva-
lent by 1992), and those with incomplete 
earnings records . Earnings will be cred-
ited during periods of sickness and un-
employment, but prisoners will presum-
ably continue to lose part of their pen-
sion rights, as will the growing num-
ber of young people who, for varying 
periods of time, opt out of the system. 
Jill Tweedie, in the Sunday Telegraph 
(2 February 1969) quoted a mother's re-
action: "I suppose this scheme is meant 
to make you work harder, but I hate that 
moral pressure-it's another way of 
clamping you into this productivity 
mania. Awful for young people, too. 
They'll feel they can't take two years 
wandering about, doing odd jobs, living 
on some Greek island, because they're 
losing out all the time. More and more, 
we're becoming just cogs in the wheel-
nice, well behaved cogs." For these and 
similar groups there would be advantages 
in the device adopted in some other 
countries by which a few years of lowest 
earnings (6r non-earning) are omitted 
from the contribution record in calcu-
lating the pension. A provision along 
these lines could easily be incorporated . 

scher;ne offers adequate pensions 
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for most employed men, however, it does 
not offer the same degree of security to 
single women or to the self employed. 
It is difficult to see how a wholly wage 
related pension could meet the needs of 
the average single woman, given the dis-
~nlly low wa~es eacAeQ ey WQffi@R 
in Britain . The assumption that nobody 
in full time work earns much less than 
half average industrial male earnings 
may be roughly true for men, but clearly 
does not hold good for women, whose 
average full time earnings are about half 
those of men. For many single women, 
therefore, a pension of 60 per cent of 
pre-retirement earnings will not be 
enough to live on . This is one justifica-
tion of the decision to pay full earnings 
related pensions to women at 60, since 
some at least will be able to earn incre-
ments to their pension by deferring re-
tirement for a few years. It should also 
be noted that, while about 12 per cent 
of women now reaching age 60 are single, 
the proportion is expected to fall to 
about 5 per cent by the year 2000. 

As for the self employed, they will con-
tribute on a flat rate 1basis to earn the 
full 60 per cent element in the pension, 
in the same way as an employee earning 
half the national average wage. But a 
self employed person with less than half 
average earnings will not be forced to 
contribute and, in view of the fairly 
heavy contributions proposed (27s a 
week at April 1968 levels), many will 
prefer not to . It is reasonable to expect 
that a person who has worked on his 
own account for many years will nor-
mally reach retirement with some private 
resources to supplement his State pension, 
but there will · inevitably be some of 
whom this is not true. 

meeting needs 
above the minimum 
Granted that the scheme goes a long 
way towards eliminating the need for sup-
plementary pensions, how much farther 
than this should it go? Or, to put the 
question another way, how far should a 
State pension scheme be concerned with 
the. relation~hip between pre- and post-
retuement mcome, rather than merely 
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with guaranteeing an adequate minimum 
on which individuals or their employers 
can build? 

An interesting feature of immediate press 
reactions to the scheme was that nobody 
questioned the case for earnings related 
pensions, as such. Papers such as the 
Daily Telegraph, Daily Express and 
Daily Mail predictably condemned the 
whole scheme, but their objection was 
not to earnings related benefits but 
rather to the State encroaching on the 
territory of the insurance companies and 
occupational schemes. The Spectator (31 
January 1969) offered an interesting vari-
ation on this theme, coming somewhat 
nearer to a "back to the flat rate" ap-
proach. Instead of "the nonseJlse of 
graduated benefits" , it suggested "an in-
crease in the basic flat rate pension to 
an adequate level, financed by a system 
of gently graduated contributions". 

Whatever the theoretical attractions of 
this idea, it has one major political snag . 
At present, most employees are paying 
graduated contributions towards a gradu-
ated pension under the 1961 Tory 
scheme. It is unlikely that any govern-
ment would be prepared to tell them 
that in future they would go on paying 
graduated contributions but with no 
graduated pension in return. The Tories 
appeared to be advocating this in 1966, 
but significantly little has been heard of 
the suggestion since then. Maybe govern-
ments ought to be willing to do this sort 
of thing, but experience suggests that 
they are not. A more serious objection 
to the Spectator proposal is that we are 
not told what is an "adequate level" for 
the flat rate pension. To provide an ade-
quate income as of right, it would need 
to be roughly equivalent to the 60 per 
cent tier of the Crossman formula-at 
1968 earnings levels, something over £6 
lOs a week . Otherwise pensioners with 
no other resources would still need sup-
plementation . If the increase were only 
given to retirement pensioners and 
widows, and not to the sick and the 
unemployed, it would have cost, in 1968, 
about £750 millions a year. There is cer-
tainly a strong case for improving the 
flat rate pension, a we hall argue when 

considering the 20 year transitional t1 
period. To do it in isolation, however, as P 
an anti-poverty measure, rather than as 
part of a wider plan to reduce the gap 
in living standards between the aged and 
the working population, would invite li 
the objection that the neediest pension-
ers-those getting supplementary pen-
sions-were to gain little or nothing, u 
while vast sums of money were to be 
handed out to the less needy. Would the 
Spectator (which, in the same leading 
article, has harsh things to say about the 
improvident and feckless being helped 
by the State at the expense of the pru-
dent and hardworking) be in favour of 
raising supplementary benefits for a 
single man by £2 a week to overcome 
this objection? If not, the "back to the 
flat rate" campaign is unlikely to have 
much of a future. 

Among commentators who accepted it 
as proper for a State scheme to offer u 
earnings related pensions, there was re-
latively little discussion of the precise 
formula proposed, nor of the ceiling of 
one and a half times average earnings 
above which no additional pension is to 
be earned . Objections to the ceiling 
might have been expected from those a 
concerned to extract the maximum con-
tribution from higher paid employees, 
but the White Paper forestalled criticism 
on this score by pointing out that only 
7 per cent of employees have earnings 
above the proposed ceiling, and by pro-
posing that there should be no ceiling 
on earnings in calculating the employer's 
contributions (the ceiling .is discussed 
more fully below). On the benefit side, 
the maximum pension of £12 2s (at 1968 
earnings levels) for a single person prob-
ably struck most people as about as 
much as a State schem~ needs to provide, 
given that most of tho e for whom this 
would be a reduction of income would 
be covered by occupational schemes . 

post-retirement increases 
When the original Labour Party policy 
tatement, National superannuation, ap-

peared in 1957, careful readers were able 
to detect signi~cant differences between 



the model scheme drawn up by the 
party's academic advisers and published 
as an appendix, and the scheme actually 
adopted as party policy. In particular, 
there had clearly been some difficulty in 
reconciling academic enthusiasm with 
political caution on the extent to which 
pensioners could be promised increases 
in their pensions after retirement. (This 
question is dealt with, both in relation 
to the Labour Party proposals and more 
generally, in the final chapter of my book 
French penrlOn,s (G. Bell and Sons, 
1967).) unt·, 

Similar difficulties seem to have afflicted 
the authors of the White Paper. They 
could of course have left the matter 
open. Pension increases in the past have 
been awarded on an ad hoc basis with 
no prior commitment as to either timing 
or amount. But there were compelling 
political reasons for including a definite 
undertaking of some kind. Not only 
National superannuation but subsequent 
policy statements had committed the 
Labour Party firmly to automatic peri-
odic adjustment of pensions in payment. 
Moreover, the existing ad hoc arrange-
ments had developed over the years into 
a fairly clear conventional pattern: in-
creases every two years (more or less), 
at least sufficient to maintain the real 
value of the pension and, in practice, 
maintaining or improving its value re-
lative to average earnings. Finally, the 
logic of a pay as you go scheme, with 
earnings related contributions whose 
yield would rise automatically in pro-
portion to any increase in average earn-
ings, pointed clearly to a s·irnilar auto-
matic increase in pensions. This logical 
connection is explained clearly in the 
White P~per (paragraph 45) and will be 
discussed later in this pamphlet. 

The case for tying pensions to an index 
of average earnings, however, does not 
rest mainly on either political expediency 
or mathematical logic. If 'pensions do 
not rise, after award, roughly as fast as 
earnings, the gap in living standards be-
tween the pensioner and the working 
man will gradually widen. As the de-
mands on his income grow with the ris-
ing standards of the community, the pen-
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sioner will sink steadily into a poverty 
that is no less real for being relative. If 
the initial level of pension was really 
generous, this gradual falling behind 
might not cause much hardship ; but the 
decision which faced the Government 
was not whoUy or even mainly about 
how the more generous new scheme pen-
sions would be adjusted after award-it 
was also about the treatment of existing 
flat rate pensioners and those retiring in 
the early years of the new scheme. 

The White Paper, in a chapter on basic 
objectives, acknowledges "the need for 
pensioners to share in the nation's rising 
living standards". Pensions must there-
fore not only reflect changes in earnings 
levels during the contributor's working 
life ; they "must be adjusted regularly 
for further economic changes which take 
place during retirement. In both cases 
adjustment is needed not only for 
changes in price levels, but also for 
changes in general living standards". And 
the White Paper goes on to show that, 
while prices more than trebled between 
1922 and 1968, the real purchasing 
power of avera:ge earnings nevertheless 
more than doubled ; so that a pension 
tied to an index of earnings over that 
period would have been worth twice as 
much by 1968 as if it had been tied to a 
price index. 

Having thus convinced us of the need for 
pensioners to share in the rising living 
standards of the community, the authors 
of the White Paper suffer a loss of nerve 
in the next chapter, which announces 
that the Government wiH be bound by 
statute to review the main rates of bene-
fit every two years and to increase them 
by at least enough to compensate for any 
rise in prices. The wording of the rele-
vant paragraph suggests that there is a 
definite intention to give increases going 
beyond this, so that pensioners will "con-
tinue to share in the nation's rising living 
standards". But this will not be a statu-
tory obligation and the factors to be con-
sidered in deciding on the improvement 
on each occasion will include "the gen-
eral economic situation". In other words, 
any increase going beyond price changes 
will be subject to a Treasury veto. 



This, one might have thought, was hardly 
a major advance. It simply committed 
the Government to do, as a minimum, 
less than it had already being doing in 
practice. Yet both The Times and the 
Economist were worried about it. "The 
safeguards against inflation", The Times 
(29 January 1969) suggested, "may seem 
a dangerous commitment. As the scheme 
will be pay as you go, as opposed to 
funded, this will involve earmarking a 
significant proportion of the income of 
future wage earners for the welfare of 
that generation of pensioners". While 
conceding the case for inflation proofing 
in terms of socia·l justice, The Times 
concluded that "all these issues hinge on 
the question of cost". In fact, of course, 
inflation proofing, does not increase the 
real cost of pensions ; it simply ensures 
that their actual purchasing power will 
not be eroded. And it is precisely the fact 
that this ·is to be a pay as you go scheme 
that makes possible not only inflation 
proofing but the linking of pensions to 
an earnings index without any danger to 
the financial stability of the scheme. 

The Economist, too, in its "Business 
Brief" (1 February 1969) failed to grasp 
the immense advantage that a pay as you 
go scheme can have ·in giving post·re-
tirement pension increases. "A pension 
which can be adjusted for changes in 
living standards", it commented (appar-
ently unaware of the history of national 
insurance since the war), "is a major 
breakthrough in social welfare terms. 
In terms of insurance, however, it is an 
actuarial nightmare". In terms of private 
insurance, this may be true-though it 
is about time that actuaries and insur-
ance companies stopped regarding infla-
tion as an uninsurable risk (anybody 
would think they had never heard of in-
vestment in equities). But for a pay as 
you go social insurance scheme, tying 
pensions to changes in living standards 
is not a nightmare but a simple, self 
balancing operation. 

The Economist's main attack, however 
in a leading article in the ame issue' 
w_as n~t dire~ted to the imaginary tech~ 
ntcal dtfficulttes but to the economic dan-
gers of the commitment to inflation 

proofing, which it described as "the one 
utterly irresponsible section of the White 
Paper . . . It is no good saying that in 
practice pensions always have eventually 
been raised in line with national living 
standards. Governments hitherto have 
been able to choose their moment-and 
their choice would not normally fall on 
every other autumn, the moment when, 
from past experience, sterling generally 
is subject to its greatest seasonal strain 
and when annual wage bargaining is apt 
just to be rising to its inflationary peak". 

How real is this danger? Whether it is 
real or not, it is hard to imagine, after 
the outcry over the Labour Govern-
ment's decision at the end of 1964 to 
raise benefits in the spring, that any 
future increase will be given at a time 
of year other than autumn or early win-
ter. But it really does not seem likely 
that the automatic fulfilment of a statu-
tory obligation every two years would 
have a catastrophic effect on interna-
tional confidence in sterling. On the con-
trary , the ad hoc increases given in the 
past (of which the 1965 increase is a 
prime example) were far more likely to 
produce such effects. And if the Govern-
ment was particularly anxious to give an 
impression of financial caution on the 
occasion of a biennial increase, it could 
do so (though one hopes it never would) 
by limiting the increase to the statutory 
minimum required to match price in-
creases. The Economist's fears therefore 
seem entirely groundless. It surely ought 
to have welcomed this aspect of the 
scheme as a way of at least partly re-
moving periodic pension adjustments 
from the political arena. 

One other aspect of the adjustment of 
pensions in payment attracted critical 
attention from the National Association 
of Pension Funds (NAPF) , whose Vice-
Chairman, Mr E . F . Rogers, was quoted 
in the Guardian (30 January 1969) as 
saying that it was a "gross injustice" that 
pensions payable under the present grad-
uated scheme were not to be included in 
the biennial reviews. The NAPF, a body 
mainly representing non-insured private 
pension funds, urged that "graduated 
pensions should be lumped with other 



State pensions for this purpose in ac-
cordance with promises made when the 
graduated scheme was introduced" (Post 
Magazine and Insurance Monitor, 6 Feb-
ruary 1969). Just what these promises 
were and to whom they were given is a 
mystery, but the NAPF must have been 
well aware that there were very good 
reasons for omitting the Tory "swindle" 
pensions from the biennial reviews (as 
they have been omitted .from pension in-
creases throughout the 1960s). When the 
graduated scheme was introduced, the 
Tory government was particularly anxi-
ous to enable private schemes to contract 
out. Believing that contracting out would 
only work if the graduated pensions 
offered by the State scheme were of a 
kind which private schemes could match, 
it made no provision for post-retirement 
increases of pensions . But once employ-
ers have been allowed to contract out on 
the basis that all they need provide is 
a pension fixed in advance and unre-
lated to movements in prices and in-
comes, they can hardly be required to 
match subsequent ·improvements in State 
pensions by retrospectively increasing the 
value of pension rights already accrued 
in their schemes. To include pensions 
from the present graduated scheme in the 
biennial reviews would thus be unfair on 
employees who had been contracted out 
and therefore could not share in the re-
sulting increases. Despite the unfairness, 
however, the Government has now had 
second thoughts on this point. Mr Cross-
man informed the House of Commons 
on 10 June 1969 that the present gradu-
ated scheme was, after all, to be "dyna-
mised", so that after 1972 the sixpenny 
units of pension earned under it would 
be reviewed every two years in the same 
way as pensions earned under the new 
scheme. The reason for this change of 
mind was that the Government, faced 
with the need for a substantial increase 
in contributions in November 1969, had 
decided to place part of the increase on 
the graduated contribution, thus expand-
ing the Tory "swindle". To justify this, 
it felt obliged to offer benefits in ex-
change that would at least be protected 
from inflation. By doing so, however, it 
has created .an unfair discrimination 
against contracted out employees, whose 
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occupational pensions will remain fixed 
in cash terms throughout their years of 
retirement. If can, of course, be ar·gued 
that the benefit to the majority outweighs 
the injustice to a minority, but this is a 
dangerous argument. The whole episode 
demonstrates the fundamental inade-
quacy of the Tory graduated pension 
scheme and the need to replace it with a 
scheme offering dynamic pensions to all, 
whether contracted out or not. 

the new deal for women 
A central feature of the White Paper's 
proposals is the emphasis they place on 
provision for women. Pension schemes 
tend to be judged primarily by the bene-
fits they offer to men retiring after a 
lifetime of work at a rate of pay within 
the normal range of male earnings. Yet 
most pensioners are women and it is 
among them that poverty in old age is 
mainly found. The poorest of all, as a 
group, are widows, nearly half of whom 
receive supplementary benefit ; and the 
White Pflper estimates that, if supple-
mentary penefits were :raised by £1 a week 
well over 80 per cent of widow pen-
sioners over 60 would qualify. Most mar-
ried women pensioners get only the £2 
16s flat rate pension on their husband's 
insurance and perhaps a few shillings 
from the graduated scheme. If they have 
paid enough contributions to qualify for 
a full pension of £4 1 Os in their own 
right, the extra £1 14s is poor value for 
money, and the flat rate contribution is 
a heavy burden for most women em-
ployees . For these reasons, married wo-
men at present can choose not to pay 
flat rate contri•butions, except for indus-
trial injuries. Single women, however, do 
not have this option. 

The new scheme offers a much better 
deal to women and it is typical oJ the 
male dominated approach to pension 
problems that the press had little to say 
on this subject. The Guardian (29 Janu-
ary 1969) noted that "Working women 
come out of the proposals particularly 
well. They should encourage many more 
women to return to full time work when 
their children are off their hands". And 
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the Economist (1 February 1969) in an 
otherwise almost entirely hostile review 
of the scheme, said, "it deserves par-
ticular pra,ise for its provisions for work-
ing women and widows", and was even 
prepared to condone the "bias towards 
the lower paid" on the grounds that "it 
will ·largely help working women, who 
are discriminated against in more com-
mercial schemes". 

The main features of the new deal for 
women can be summarised as follows: 

1. Abolition of the flat rate contribution 
will particularly benefit women, and 
makes possible the removal of the mar-
ried woman's option. In future all wo-
men employees will contribute a percent-
age of their earnings like men . 

2. Women will continue to qualify for 
pension at age 60, five years earlier than 
men. Nevertheless, and despite their 
greater expectation of life, they will draw 
a full pension at 60 on the same basi~ 
as a man's pension payable at 65 (an 
important change from the present grad-
uated scheme which offers smaller pen-
sions to women) . This should give the 
average single woman a reasonable pros-
pect of earning a pension on which she 
can live without means tested supple-
mentation , although some women will 
have to co'ntinue working for some years 
after age 60 to earn a pension above the 
means test level. 

3. Mar.ried women will be sure of get-
ting some additiona·l benefit in return for 
any contributions they have paid. The 
existing flat rate married woman 's pen -
sion will remain , but a pension of 25 per 
cent of her average earnings (calculated 
in the same way as for men and single 
women, but without the preferential 60 
per cent rate on the lower band of earn-
ings) will be added . This, however, is a 
minimum. If the pension earned by her 
own contributions, applying the normal 
60 per cent/25 per cent pension formula , 
is greater than that arrived at by the 
first method, she will simply get her own 
pension as if she were a single woman. 
Eventually, the normal situation will be 
that husband and wife will each have a 

pension based on their respective con-
tribution records. 

4. Widows will normally get a pension 
based on the whole of their husband's 
entitlement, that is, either the pension he 
was drawing, or had earned, prior to his 
death or, if he died before reaching 
age 65, the pension he would have been 
entitled to at that age, earnings for the 
intervening years being credited at half 
the national average. From age 60, a 
widow will be able to substitute her own 
contribution record if that would pro-
duce a bigger pension than her husband's. 
To allow a widow to inherit the whole 
of her husband 's pension is far more 
generous than the provision for widows 
in most countries' social security schemes 
and compares very favourably with the 
widows' benefits (if any) generally offered 
by occupational schemes. It earned the 
approval not only of the Economist but 
of other commentators, whose reactions 
to the scheme as a whole were decidedly 
unfavourable . The Spectator (31 January 
1969) described it as "clearly right" and 
even the Tory spokesman, Lord Balniel , 
welcomed these improvements . 

One suggestion which the White Paper 
rejects is that married women should be 
enabled to build up their ·own pension 
entitlement without having to depend on 
their husbands' contribution record , by 
crediting contributions to housewives in 
the same way as is d(me for the sick and 
unemployed . The two objections men -
tioned are the difficulty of deciding un -
der what circumstances a woman should 
be regarded as a housewife, that is, not 
available for paid work, and the fact 
that, if the resulting pension were ade-
quate for a widow, it would be excessive · 
for a married woman whose husband 
was still alive. While these objections 
may not seem particularly cogent, it is 
certainly true that, once adequate pro-
vision i made for widows, the question 
of how far women's pension rights are 
derived from their husbands' contribu-
tions seems somewhat academic. The 
proposals for widow's pensions in the 
White Paper are in fact more generou 
than would be produced by a system of 
credits for housewives. 



2. paying for the plan 

The proposal to do away with the flat 
rate contribution and substitute a single 
proportional contribution was generally 
well received . Even the Spectator (31 
January 1969), despite its opposition to 
"the nonsense of graduated benefits" was 
in favour of graduated contributions in 
place of "the inequitable flat rate stamp". 
Mr Arthur Seldon, writing in the Sunday 
Telegraph (2 February 1969) took a dif-
ferent view of "the notion of graduating 
contributions, with which Mr Crossman's 
academic advisors have befuddled him", 
but his objection seemed to be to gradu-
ated benefits rather than graduated con-
tributions as such. 

If the principle of graduation was ac-
cepted as more equitable than the flat 
rate system, however, there was consid-
erable concern at the actual size of the 
proposed contributions and the possible 
economic effects of introducing them. 
The July 1969 White Paper, Social insur-
ance, suggests that the total employees' 
contribution for pensions and other bene-
fits may, in the event, have to be even 
higher than the 6t per cent of earnings 
proposed in the earlier White Paper. The 
increases in November 1969 will, it is 
true, bring the contributions to the pre-
sent scheme some way towards the level 
required in the new scheme, thus making 
the transition somewhat less abrupt. Yet 
the fact remains that the changeover 
from partially flat rate to wholly gradu-
ated contrrbutions will bring relatively 
small comfort to the lower paid worker. 
On earnings as low as £12 a week, even 
allowing for the November 1969 in-
creases, his contribution will fall by only 
4s 7d (from 20s 9d to 16s 2d) in 1972 ; 
and, as the scheme goes into the red 
after the early years of surplus, the bur-
den on the low paid worker will rise to 

1 at least its present level. As Lord Balniel 
pointed out in the Sunday Times (2 Feb-
ruary 1969), the promise that the average 
earner would pay no extra contribution 
in the new scheme had gone by the 
board. 

Far more concern was expressed, how-
ever, about the inflationary effect of ex-
tracting increased contributions from the 
higher paid than about the disappoint-

ingly small reductions for the lower paid. 
The Spectator saw the whole scheme as 
a "series of hoaxes, woven together in a 
system of immense and totally unneces-
sary complexity, simply to try and per-
suade people that the higher taxes are 
not really higher taxes at all". The Fin-
ancial Times (29 January 1969), less hys-
terically, warned that the scheme's suc-
cess would depend on "whether the 
better off wage earner is prepared to 
save for the future, and save in this par-
ticular form, or prefers to regard the 
increase in contributions as a form of 
taxation to be met by less saving of other 
kinds and demands for higher pay". Mr 
Arthur Seldon, writing in the Sunday 
Telegraph (2 February 1969) unhesitat-
ingly adopted a pessimistic view. Em-
ployees would not ask for higher pay if 
the ICI pension scheme were enlarged ; 
but, said Mr Seldon, the State scheme is 
different. "People in a private scheme 
are more likely to feel they are paying 
for something out of their earnings; 
compulsory contributors to a State 
scheme would regard the additional con-
tribution as a tax deducted from their 
earnings, especially as it will be paid with 
PAYE"; and, he added, they would be 
right because in a private scheme their 
money is "always there, invested in a 
fund" while in the State scheme it is 
"spent and long forgotten when the time 
comes to draw the pension". 

It is odd how Mr. Seldon's pen translates 
"people" in a private scheme into "com-
pulsory contributors'' to a State scheme, \ 
as if private schemes were not compul-
sory for the majority of their members. ' 
And it is equally odd, if true, that people 
should have more faith in a private pen-
sion fund subject to all the hazards of 
the investment market over several de-
cades, and offering .Jittle if any protec-
tion from inflation after retirement, than 
in a pay as you go State scheme in 
which contribution income will auto-
matically rise with earnings, thus ensur~ 
ing (short of sudden and catastrophic 
changes in the age structure of the popu-
lation) that the standard of living of 
pensioners can 'be maintained in relation 
to that of the working population. H 
anything, one might expect that employ-
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ers would be more likely to face wage 
demands as a result of increases in con-
tributions for which they were themselves 
responsible than as a result of increases 
imposed by the Government. There is 
certainly no evidence that higher social 
security contributions in the past have 
had any measurable effect on wage levels. 

Nevertheless, this is clearly a danger to 
be watched carefully ; the more so since 
it could result in greater inequalities in 
wages and salaries by inciting the higher 
paid to extravagant demands. Experience 
of the Government's incomes policy in 
recent years inspires little confidence that 
such demands could be effectively re-
sisted. Having said this, however, one 
must add that the success of the scheme, 
as a pension scheme, does not depend on 
whether or to what extent its effects are 
inflationary. In this it differs fundament-
ally from a funded private scheme, whose 
solvency can be seriously undermined by 
inflation and which can never offer pen-
sioners complete protection from rising 
prices. The effect of inflation on the na-
tional superannuation scheme would be 
to produce an automatic and self balanc-
ing increase in both contributions and 
pensions. Inflation may be undesirable 
in terms of the national economy as a 
whole, but it would not threaten either 
the viability of the scheme or the stand-
ard of living of pensioners (apart from 
the interval of up to two years which 
could elapse between a price increase 
and the next biennial review of pensions). 
And, finally, we may note the view 
cautiously expressed by Prances Cairn-
cross in The Times (29 January 1969) : 
"A very rough and qualified estimate 
suggests that [the scheme's] deflationary 
effect in the first year of operation will 
be in the region of £200 million to £250 
million at 1966 prices" (my italics). 

the fund 
The White Paper proposes the creation 
of a National Superannuation Fund 
which, in the early years of the scheme 
will accumulate a urplus. We are not 
told how this surplus will be invested . 
In particular, there is no mention of the 

proposal made in the 1957 National 
superannuation document that the fund 
should be invested like a private pension 
fund in industrial shares and other non-
government investments. 

The Guardian (29 January, 1969) was 
critical of the decision to drop this idea, 
pointing out that the National Insurance 
Fund had lost £40 millions in ten years 
through investing in depreciating govern-
ment stocks-and to this loss must be 
added the gains forgone by not investing 
in equities. On 31 January 1969, both 
Peter Jenkins in the Guardian and 
Woodrow Wyatt MP in the Daily Mirror 
argued that the change of heart on 
equity investment was a major departure 
from the 1957 policy. Mr Wyatt wrote 
enthusiastically about the opportunities 
for "back door nationalisation" offered 
by the £3,000 millions surplus (assuming 
no contracting ·out) shown by the Gov-
ernment Actuary's figures for 1987, 
while Mr Jenkins recalled that this had 
been one of the original scheme's attrac-
tions to "revisionists in the party who 
wanted to bring about an extension in 
the public ownership of wealth without 
resort to cumbersome, old style nation-
alisation". 

Whether it would necessarily be a good 
thing for the Government, through its 
pension fund, to acquire minority share-
holdings in a variety of industrial and 
commercial undertakings may fairly be 
questioned . It would be a mistake, how-
ever, to regard the decision to abandon 
this proposal as a retreat from one of 
the major principles of the scheme. Even 
if there were no contracting out, the 
fund would reach its maximum size in 
1987-88, after which contribution rate 
would have to be increased simply to 
meet the current expenditure of the 
scheme, and there would be no further 
urplus for investment. The effect of con -

tracting out would be to advance still 
farther the time when the fund would 
cease to grow. From that time on, the 
scheme is to operate on a pay as you go 
basis, and the question of investment in 
equities, 'gbvernment securities, or any-
thing else, will cease to be of great im-
portance. It is true that a fund inve ted 



profitably could provide a useful subsidy 
to the scheme but, unless it was much 
larger than seems likely, the difference 
this would make to the contribution rates 
would be relatively small. 

The pay as you go method of financing 
pensions~paying for each year's benefits 
out of the same year's contributions-
has come to be regarded as somewhat 
disreputable by comparison with the 
funding methods adopted by insurance 
companies and private employers. The 
belief that funding is in some way mor-
ally superior is reflected in the frequently 
used term "a properly funded scheme"-
the clear implication being that pay as 
you go schemes are improper. Thus, the 
Economist (1 February 1969) urged that 
all workers below middle age should be 
in "adequate, properly funded, savings 
generating, transferable pension schemes" 
and _that, for those not adequately cov-
ered in private schemes of this sort, there 
should be a "properly funded" state 
superannuation scheme, invested in equi-
ties. Since this would mean that contri-
butions to the new scheme would not be 
available to meet the cost of existing 
pensions, the Economist proposed that 
there should be an additional social 
security tax payable by employers and 
employees. In other words, the present 
working .generation would have to pay 
not only for its own pensions but for 
those of the previous generation as well. 
To make this double burden more toler-
able, the Economist suggested that, after 
a certain period, new pensioners should 
have to go through a means test if they 
were to draw out more than they had 
"actuarially" paid for. 

The sheer unreality of the Economists 
proposals should be enough to dispose of 
the case for operating the state scheme 
on a "properly funded" bas-is. To reduce 
the pensions of people who have contri-
buted for all or most of their working 
lives by reference to some hypothetical 
"actuarial" formula might make sense to 
a commercial insurance company, but to 
ordinary people it would seem like a 
confidence trick. Even if this were done, 
however, it would have no immediate 
effect on the level of expenditure on pen-
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sions, since it would not apply to those 
already in payment. So the whole cost 
of the new scheme would be an addi-
tional burden on employers, insured per-
sons and the Exchequer. The total con-
tributions to the old and new schemes 
would be far greater than those proposed 
in the White Paper-and calling part of 
the contribution a social security tax 
would not make it any more tolerable. 

But this is not the only argument against 
bringing commercial ,ideas about funding 
into the State scheme. Advocates of fund-
ing tend to suggest that it makes for 
greater stability and security, while a 
pay as you go scheme offers no assur-
ance that the obligations undertaken now 
will be honoured 30 or 40 years ahead. 
This is the opposite of the truth. No-
body can predict with any confidence 
what a pension fund wiU be worth or 
what rate of ,interest its investments will 
yield even a few years ahead. One may 
hope that, through investment in equities, 
the fund's investment income will grow 
at ·least as fast as average earnings, thus 
ena!bling pensions to rise in line with an 
index of earnings; but one certainly can-
not assume that this will happen. What, 
for instance, is the likely effect of in-
comes policy on company profits in the 
future? It is tempting to answer "None", 
but who knows? 

In a pay as you go scheme, on the other 
hand, there is a direct link between the 
level of earnings and the contribution 
income out of which the current pension 
bill has to be met. As paragraph 43 of 
the White Paper puts it: "Since the new 
scheme's contributions will be earnings 
related, the income they produce will 
automatically rise with the higher earn-
ings levels which can be e~pected to ac-
company economic growth. In this way 
the new scheme, with its earnings related 
contribution income, will be able, with-
out imposing an excessive burden on 
future .generations of contributors, to 
give pensioners and other beneficiaries 
not only protection against the effects of 
price increases but also a share in the 
general improvement of the nation's liv-
ing standards." It is true that the precise 
rate of contribution necessary in a pay 
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as you go scheme may be affected by 
unexpected changes in the age structure 
of the population. If, in the year 2002, 
the number of pensioners, as a propor-
tion of the working population, turns 
out to be higher or lower than is assumed 
in the Government Actuary's estimates, 
the combined contribution rate needed 
to pay for pensions in that year will be 
correspondingly higher or lower than the 
11.4 per cent shown by the Government 
Actuary in appendix 2 of the White 
Paper. Similarly, variations in the num-
bers contracted out (not aHowed for in 
the Actuary's figures) would affect the 
contribution rate required. But these are 
factors which can be predicted and which 
are unlikely to change suddenly or un-
expectedly. On balance, therefore, pay 
as you go financing offers a far greater 
degree of security for future pensioners 
than does funding . 

Even the Economist does not really be-
lieve that the State scheme should be 
fully funded. What that journa1 under-
stands by a "properly" funded scheme, 
as it .frankly admits, is merely a scheme 
which "should run for the next 20 yean 
a · sizeable annual surplus". A fully 
funded scheme would produce a sub-
stantia!~ annual surplus for half a cen-
tury or more. What the Economist im-
plicitly (though not explicitly) demands, 
therefore, is a scheme which pretends to 
be "properly funded" but which oper-
ates with contribution rates far below 
the level needed to build up an adequate 
fund in actuarial terms. Precisely how 
this can be reconciled with its sugges-
tion that the new scheme "should involve 
slightly more onerous terms for employ-
ers than they could usually get through 
the commercial market" is not explained 
---lbut presumably not by giving speci-
ally favoura-ble treatment to the low paid 
and to those near·ing retirement at the 
commencement of the scheme, since the 
Economist criticises the Government for 
spending money on these "social twists" 
which should have gone into a savings 
fund . 

It is perha·ps unfair to criticise the 
Economist too harshly for an off the 
cuff reaction to the White Paper which, 

when examined at leisure, turns out to 
be impractical nonsense. In fairness one 
must admit that the Economist showed 
an infinitely better grasp of the issues 
than did The Times, which carried a 
leader (29 January 1969) consisting 
largely of fanciful arguments in favour 
of private funded schemes, so divorced 
from reality as to suggest political mo-
tives unworthy of a once great news-
paper. One argument used by both the 
Economist and The Times, however, de-
mands serious consideration-that the 
Government's proposals represent a move 
away from occupational schemes which 
are "savings generating" to an unfunded 
State scheme, which is not. Just how true 
is this and, if true, how important? 

There can be no doubt that occupational 
pension schemes are an extremely im-
portant channel for personal savings, ac-
counting at present for "more than one 
third of total personal savings and more 
than a tenth of total net savings" (White 
Paper, paragraph 121). To wind these 
schemes up and substitute an unfunded 
State scheme would inevitably result in 
a catastrophic fall in personal savings . 
But that is not what the Government 
proposes. Employers are to be allowed 
to contract out of part of the new scheme 
on terms which, though still under nego-
tiation at the time of writing, seem likely 
to encourage the continuation of exist-
ing occupational schemes and, in all 
probability, the creation of new ones for 
employees not at present covered. Some 
private employers will no dou:bt decide 
to wind up their schemes or modify them 
to fit on top of tlie State scheme, reduc-
ing the volume of savings through occu-
pationa-l schemes. Against this reduction, 
however, must be set the surpluses, those 
are the savings, predicted by the White 
Paper for the early years of the new 
scheme. It is impossible to predict 
whether, on balance, there will be an 
increase· or a reduction in personal sav-
in'gs on the introduction of the scheme, 
but it seems unlikely that any substantial 
reduction will occur at first. Later on, 
when the state scheme no longer pro-
duces an annual surplus, the volume of 
savings may be lower than if the scheme 
had not been introduced. But equally, as 
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has happened before, the promise of a 
reasonable minimum income on retire-
ment may stimulate voluntary savings 
for the purpose of supplementing the 
benefits of the state scheme. Moreover, 
as private schemes mature, they too will 
cease to accumulate funds at the same 
rate as in their early years when the 
number and size of pensions in payment 
were small. 

Even if, in the long run, some reduction 
in savings occurred, it need not be re-
garded as a disaster. The importance at-
tached to restraining private expenditure 
as an aim of economic policy varies over 
time (as recently as 1963, national insur-
ance benefits were raised with the object 
of stimulating private spending), and our 
present obsessive pursuit of this aim is 
not a valid basis for long term social 
policy making. At the best, increased 
personal savings are an incidental by 
product of a funded pension scheme. Its 
central objective must be to provide ade-
quate pensions, and one result of funding 
is to postpone the achievement of this 
aim. It is worth considering, therefore, 
whether the White Paper goes far enough 
in adopting pay as you go methods. This 
brings us to the crucial question of the 
effect of the Government's proposals on 
those already retired or due to retire in 
the early years of the scheme. 

./ 
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3. the transition 

When a new contributory pension scheme 
is introduced, the question inevitably 
arises: what, if anything, is to be done 
for those who are already too old to 
contribute to the scheme? Are they to 
be given pensions even though they have 
not contributed? If so, how large should 
their pensions be? If the reason for in-
troducing the scheme was, partly at least, 
dissatisfaction with the low standard of 
living of the generation now in retire-
ment, it is obviously desira:ble that they 
should derive some benefit from it. Yet 
it is difficult to treat them as generously 
as later generations who will have paid 
contributions for 40-50 years . 

The difficulty is greater in a scheme giv-
ing earnings related pensions than in a 
fiat rate scheme. If the elderly are 
awarded fiat rate benefits' on generous 
terms, it can at least be argued that, as 
a generation, they have created the 
wealth on which present standards of liv-
ing are based, just as much as if they 
had contributed to the pension scheme. 
But it is harder to justify paying them 
earnings related pensions for which they 
have not contributed. Why should one 
man get a higher pension than another if 
neither of them has paid into the scheme, 
or if both have paid the same flat rate 
contributions? 

In the White Paper, this dilemma appears 
in two forms. First, a decision had to be 
made as to the length of the transitional 
period during which new pensioners 
would get something less than the full 
earnings related benefits promised to 
those retiring when the scheme was fully 
mature. Secondly, there was the prob-
lem of those already retired on flat rate 
pensions (supplemented in some cases by 
a few shillings a week from the Tory 
graduated scheme), to whom it would be 
difficult if not impossible to pay addi-
tional earnings related pensions for which 
they had not contributed. Higher pen-
sions for this group meant higher flat 
rate pensions, and the Government there-
fore had to decide whether and by how 
much the existing flat rate pension 
should be increased. 

In a scheme operating on purely corn-

mercial principles, nobody would draw 
a full pension who had not contributed 
to the scheme throughout his or her 
working life (sUJbject to any age rules, 
such as that nobody under 25 could join 
the scheme). The Labour Party's original 
national superannuation scheme was 
based on this principle, though it offered 
particularly favourable terms to those 
within 20 years of retirement age by 
doubling the pension value of contribu-
tions paid from age 45 compared with 
those paid between 25 and 44. The 1963 
policy statement, New frontiers for social 
security , went farther by redoubling the 
value of contributions paid by those 
nearing retirement in the early years of 
the scheme, so that a married man with 
average national earnings retiring only 
seven years after the scheme commenced 
would draw a half pay pension. 

The White Paper approaches the prob-
lem in a slightly different way. First, it 
lays down the levels of pension to be 
achieved once the scheme is mature-
that is, how much pension a person who 
has contributed from the age of 18 
should get on retirement. Having done 
this, it departs from commercial prin-
ciples by saying ·that pensions of this 
magnitude should be paid to those retir-
ing after the scheme has been in opera-
tion for 20 years. Thus, if the scheme 
commences in 1972, those retiring in 1992 
or later will get pensions calculated in 
the same way as if they had contributed 
to the scheme for 47 years in the case of 
men and 42 for women. Having decided 
on 20 years as the period of gestation 
before full earnings related pensions 
come into payment, the White Paper 
neatly proposes that those retiring dur-
ing this period should get a proportion · 
of the benefits of the new scheme cor-
responding to the number of years they 
have contributed to it. Thus, a man aged 
60 in 1972 will be able to retire five 
years later and draw a pension consist-
ing of 5 / 20ths of his full entitlement 
under the new scheme and 15 / 20ths of 
his entitlement under the old. 

These proposals can be regarded as a 
compromise between two kinds of un -
fairness. First, there is the unfairness of 



paying full earnings related pensions to 
people who have paid earnings related 
contributions for only part of their lives. 
So far as the lower paid worker is con-
cerned, the bargain may not be as fav-
ourable as it seems, since he is already 
paying bigger contributions than he will 
have to pay in 1972. The higher paid, 
however, will do very well out of the 
accelerated build up of pension in the 
early years . To some extent, therefore, 
this may be seen as a transfer from poor 
to rich-though it should also be re-
membered that the pension formula is 
weighted against the higher paid worker. 
How far it is right to advance the ma-
turity date of the scheme and thus offer 
specially generous terms to the present 
generation of hi•gher paid middle aged 
employees is a matter of judgment. 
Twenty years, hpwever, seems a long 
enough period to counter the charge of 
unreasonable generosity to the higher 
paid, which would certainly have been 
voiced had the gestation period been only 
five or ten years. In the event, none of 
the press commentators suggested that 
the proposed transition was too short . 

unfairness between 
generations 
But there is also the opposite kind of un-
fairness ·resulting from the differing 
treatment of different generations. A~ 
New Society (30 January 1969) put it: 
"The morality of the present generation 
of workers promising itself generous pen-
sions at the expense of the following 
generation, while refusing to give com-
parably generous treatment to those 
already retired, is extremely dubious ." 
In a funded commercial scheme, in which 
each generation can be said to pay for 
its own pensions, this objection would 

1 • have less validity. It is the fact that the 
I new scheme is to be financed on a pay 

as you go basis that makes the contrast 
between the generations seem particu-
larly unfair. We have already noted the 
fact that, in a pay as you go scheme, 
the higher contribution income resulting 
from increased earnings makes possible 
corresponding increases in benefits. By 
the same token, a contribution rate (ex-
pressed as a percentage of earnings) 
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which will meet the cost of half pay pen-
sions on a pay as you go basis in 
2020 would also be sufficient to pay for 
half pay pensions now, assuming no sig-
nificant change in the relative numbers 
of contributors and pensioners. The logic 
of pay as you go, carried to its conclu-
sion, suggests that from the ·inception of 

· .the scheme all pensioners, including those 
who never contributed a penny to it, 
should get pensions calculated in pre-
cisely the same way as if they had con-
tributed for the whole of their working 
lives-and this argument is particularly 
cogent in relation to the low paid worker 
whose present contributions are higher 
than they will be under the new scheme. 
Anything less implies that those now of 
working age are not prepared to do for 
their parents what they are virtually com-
pelling their children to do for them. 
The point is clearly illustrated by the 

: bovernrnent Actuary's table in appendix 
2 of the White Paper, showing the total 
contribution rates needed to pay for pen-
sions (old and new combined) during the 
first 30 years of the scheme, assuming 
no contracting out. 

CONTRIBUTION RA1ES NEEDED 
TO PAY FOR PENSIONS 
year 
1972-73 
1977-78 
1982-83 
1987-88 
1992-93 
1997-98 
2002-03 

% 
7.7 
8.4 
8.9 
9.7 

10.4 
11.1 
11.4 

Even in 2002-03, some older pensioners 
will not have qualified for full pensions 
under the new scheme, and the contri-
bution rate will continue to rise slowly 
for some years. A genuine pay as you go 
scheme, based on parity of treatment as 
between the generations, would have to 
start with a joint contribution to the Na-
tional Superannuation Fund of about 
12t per cent of earnings, thus enabling 
full pensions to come into payment at 
once. 

Justice as between the generations, how-
ever, as we have seen, is not easily 
achie'9'ed at the commencement of an 
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earnings related scheme, even if the con-
tributors are willing to foot the bill. If it 
is accepted that earnings related benefits 
can only be introduced gradually, the 
only way in which existing pensioners 
can be given any substantial benefit from 
the new scheme (apart from the intro-
duction of new benefits related to age 
or disability, as suggested by Peter 
Townsend-see below) is by a flat rate 
increase. That earnings related benefits 
can be introduced without a long gesta-
tion period is proved by the recent de-
velopment of "complementary" pension 
schemes; administered jointly by employ-
ers and trade unions, in France, where 
pay as you go methods have been adopted 
in a thoroughgoing way and with impres-
sive results (see T. Lynes, French pen-
sions, 1967). But it is hard to imagine 
this happening in a statutory State 
scheme in Britain. Paradoxically, there-
fore, in judging how far the new earn-
ings related scheme is fair and equitable, 
given its pay as you go financial basis, 
one must look first not at the benefits 
emerging from it when it reaches matur-
ity but at its immediate impact on the 
old flat rate scheme. 

effect on existing 
flat rate scheme 
On this crucial question, the White 
Paper is carefully non-committal. We are 
simply not told what increase, if any, 
existing flat rate pensioners can expect to 
receive in 1972. "The rate to be paid 
to present scheme pensioners," paragraph 
5 states, "when the new scheme starts 
will •be decided by the Government at the 
time". Having thus left the matter open, 
however, the White Paper proceeds on 
the implicit assumption that, apart from 
normal adjustments to maintain the 
value of the flat rate pension relative to 
average earnings, of which the Novem-
ber 1969 increase is an example, no fur-
ther increase whatever will occur. The 
fact that the Government Actuary's cost-
ings in appendix 2 are based on this 
a_ssu!llption i~ not, in itself, pa·rticularly 
significant, smce any other assumption 
would have been taken as a firm com·-
mitment to whatever increase was 
assumed. But what is one to make of 

chapter 7, in which the financial and 
economic implications of the new scheme 
are discussed? The possibility of a once 
for all increase in the flat rate pension 
in 1972 is not even mentioned. The re-
duction of the gap -between the living 
standards of the working population and 
the retired population, we are told, "will 
come about gradually", which hardly 
suggests that any radical change is ex-
pected at the commencement of the 
scheme. Similarly, in discussing how long 
the scheme is likely to show a surplus of 
income over expenditure, the White 
Paper lists, as the most important fac-
tors to be taken into account, "the ex-
tent to which, over the years, the grow-
ing national income will permit improve-
ments in the real value of pensions after 
award; the arrangements for contracting 
out; and the number of employees cov-
ered by these arrangements". A substan-
tial increase in the flat-rate pension 'in 
1972 could have a greater effect on the 
size and duration "of the surplus than 
any of these factors; yet it is not men-
tioned. 

Given these facts, the Government can 
hardly complain if people draw the ob-
vious inference that existing, pensioners 
are to get nothing out of the new scheme 
except the periodic increases which they 
have already come to expect as a matter 
of course (indeed, it seems more than 
probable that, after the increase in the 
autumn of 1969, they will have to wait 
until 1972 for any further increase at 
all). Richard Sleight, writing in the 
Policy Holder (7 February 1969), was 
highly critical of the White Paper for 
first analysing the plight of today's seven 
million pensioners and then offering "a 
solution to the problem which does not 
make the slightest difference to any of 
them". "If the new State scheme were 
funded," Mr. Sleight continued, "there 
would be some excuse for leaving pre-
sent pensioners out in the cold ; not, of 
course, on social grounds, but because of 
the prohibitive cost. But where financing 
is on a pay as you go basis ... the argu-
ment from prohibitive cost falls by the 
way." 

The Guardian (29 January 1969) re-



garded the failure to do anything for 
existing pensioners as the most serious 
weakness in the proposals: "There is a 
real danger of an ever widening gap be-
tween their pension standards and those 
of people coming into the wage related 
scheme. It is not good enough to say, as 
:1e White Paper does, that 'They will 

continue to share in the nation 's rising 
living standards, through periodical in-
creases in their pensions'. Many thou-
sands of these old people will be still 
alive when the rest of us are, hopefully , 
drawing our wage related, inflation pro-
tected pensions in the 1990s. The Gov-
ernment should commit itself to some-
thing more definite to see that existing 
pensioners, as well as those of the 1990s, 
are taken out of the Poor Law era." And 
in the same issue of the Guardian, Peter 
Townsend suggested what that "some-
thing more definite" should be: the basic 
pension should be raised by 30 per cent 
from £4 10s to £5 17s, and either an 
age supplement for single and widowed 
persons or a substantial disability pen-
sion should be introduced . 

There is room for discussion as to what 
would be the most effective way of giv-
ing the present retired generation a share 
in the higher standards of living which 
the new schyme promises for future gen-
erations. Since the White Paper osten-
sibly leaves the whole question for dis-
cussion when the time comes (in 1972) , 
there are grounds for hoping that such 
discussion will lead to effective action. 
It is obvious that, in the drafting of the 
White 'Paper, strong pressures were 
exerted in the opposite direction. It is 
precisely the fact that no immediate in-
crease in eJQpenditure is promised that 
enabled Mr Crossman to sell his scheme 
to the Treasury. As Richard Sleight 

• wrote in the Policy Holder, the Chancel-
lor was "more anxious to find new 
sources of State income in his next bud-
get than to find new ways of spending 
the money" (in fact, of course, it is the 
1972 budget that will reap the bonus of 
the new earnings related contributions), 
and Mr Orossman therefore had to per-
form the "political conjuring trick" of 
devising a scheme which would "produce 
large extra 'benefits at no extra cost". 
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One can only hope that by 1972 the 
needs of the aged and the demands of 
equity will take precedence over the per-
formance of political conjuring tricks. 



4. redistribution 

" ... the scheme will be heavily redis-
tributive ... Can our uninspired econ-
omy really afford yet further equali~a
tion and redistribution of earned m-
comes?" (Daily Telegraph, 29 January, 
1969). 

yet another example of ~hat re-
distributive taxation from which we 
already suffer too much." (Mr John 
Boyd-Carpenter, MP, reported in The 
Times, 30 January 1969). 

" .. . the .plan does not redistribute in-
come to any great extent." (David Watt, 
political editor, Financial Times, 29 Jan-
uary 1969). 

"The bias towards the lower paid is 
smaller than was proposed in earlier 
Labour documents . It will largely help 
working women, who are discriminated 
against in more commercial schemes. It 
should not be too strongly attacked." 
(Economist, 1 February 1969). 

"Was it really not possible to introduce 
a more radically redistributive scheme 
with some flat rate element in the bene-
fits?" (Guardian, 29 January 1969). 

There are a number of ways in which a 
pension scheme can be "redistributive" 
and there is therefore no simple answer 
to the question, "How redistributive are 
the Government's proposals?" One can 
ask to what extent the scheme favours 
the lower paid at the expense of the 
higher paid. One can ask how far it re-
presents a transfer of resources in the 
short term from the working population 
to the retired-or one can ask the same 
question in relation to the scheme's long 
term effects. And, finally , one can ask 
to what extent it is biassed in favour of 
those retiring in its early years . Each of 
these questions, however, involves a com-
parison between what is now proposed 
and what would otherwise have occurred, 
and such a comparison must inevitably 
be based on arbitrary assumptions , since 
nobody can say with any assurance what 
would happen if the proposed new 
scheme were not introduced . Even if the 
immediate redistributive effect can be 
measured, the effect on the distribution 

of income in the year 2000 cannot, be-
cause there is no valid basis for com-
parison. When Mr Boyd-Carpenter and 
the Daily Telegraph criticise the scheme 
as too redistributive, they are no doubt 
comparing it with what they suppose a 
Conservative government might do. The 
Guardian and the Economist, on the 
other hand, take as their criterion the 
proposals put forward by the Labour 
Party in opposition. It is not surprising 
that they arrive at different conclusions. 

Given these conceptual difficulties, it is 
hardly worth pursuing the question 
whether the scheme is or is not redistri-
butive in any absolute sense. But this 
need not prevent us from asking whether 
the White Paper could reasonably have 
been expected to go farther than 1t does 
in transferring resources from the haves 
to the have nots . 

how much redistribution? 
The White Paper itself claims that the 
proportion of total personal consumption 
accounted fc;>r by pensioners will rise 
from 10 per cent to 12 per cent by the 
end of the century, and that this im-
provement in the relative standard of 
living of p~nsioners will be concentrated 
on the neediest groups, especially widows. 
Since the proportion of old people in the 
population is expected to fall from 15.9 
per cent in 1970 to 13.6 per cent in 2000, 
the improvement is a real one and not 
merely the effect of growing numbers of 
pensioners. Not all of it can be placed 
to the credit of the new scheme, since 
the growth of occupational schemes 
would anyway result in some improve-
ment in the relative position of pension -
ers. But the Government can fairly claim 
the credit for concentrating the improve-
ment, in the long run, on those least ade-
quately provided for by occupational 
schemes-the lower paid, who are mostly 
not covered at all, and widows, for 
whom occupational provision is notori -
ously inadequate. 

The bias in favour of the lower paid 
in the pension formula goes as far as 
could reasonably be expected, and prob-
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ably much farther than some of the 
Government's advisers (especially those 
concerned with the impact on holders of 
sterling) would have wished. To give 
over twice as much pension for every 
pound of contributions on earnings be-
low half the national average as on earn-
ings above that level is, if anything, to 
invite the charge of "soaking the rich". 
In one respect, however, the pension 
formula looks at first sight less favour-
able to the lower paid than the earlier 
national superannuation proposals . The 
1957 scheme would have retained the 
basic flat rate pension, to which the 
earnings related element was to be added. 
Thus the flat rate provided a floor; how-
ever low a man's earnings, he could be 
assured of this minimum pension. This 

, aspect of the Labour scheme was taken 
over by the Tories, whose graduated pen-
sion scheme was merely a supplement-
and a very inadequate one-to the flat 
rate pension. But in the new scheme, the 
flat rate pension will disappear . To qual-
ify in 1992 for a pension equivalent to 
the £5 flat rate payable from November 
1969, a single man in steady employment 
would have to earn £8 7s a week, or the 
equivalent allowing for rising average 
earnings, for 20 years. Hence the Guard-
ian's plea for "some flat rate element in 
the benefits". 

Closer examination of the facts shows 
that the abolition of the flat rate pension 
is not as regressive a proposal as it seems. 
In the first place, there cannot be ma:-~y 
male employees earning, on average, as 
little as £8 7s, especially when one re-
members that earnings for periods of 
sickness and unemployment will be 
"credited" at half the national average 
(£12 at 1969 earnings levels) . Women, it 
is true, are far more likely to be earning 

1 this kind of wage, especially for part 
time work. Married women, however, do 
not usually qualify for a full flat rate 
pension in their own right under the pre-
sent scheme, since most of them "opt 
out" of national insurance contributions. 
And a single woman earning £8 7s a 
week or less would in all probability 
qualify for a means tested supplement-
ary pension on retirement, in which case 
her total pension would be the same 
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whether she received the full fiat rate 
under the present scheme or a smaller 
earnings related benefit under the new 
scheme. Women who remain single until 
age 60 are anyway increasingly rare, and 
are more likely than married women to 
be found among the higher paid sections 
of the female labour force. To regard 
the flat rate pension as a guaranteed 
minimum is in fact fallacious. It is only 
paid in full to those who have paid an 
average of 50 contributions a year, and 
about 5 per cent of all pensioners are at 
present getting less than the standard fiat 
rate pension. It seems fair to conclude 
that the decision to a•bolish the fiat rate 
pension is unlikely to cause any real 
hardship and, indeed, that many people 
with irregular work records may find it 
easier to obtain an adequate pension in 
a scheme which does not demand con-
tinuity of contributions through working 
life. 

The long term effect of the scheme seems 
likely to be a significant improvement in 
the living standards of the old, compared 
with the rest of the population, and the 
improvement will be most marked among 
the groups least adequately provided for 
at present . For the present generation of 
pensioners, however, as we have seen, the 
White Paper offers no prospect of any 
radical improvement, though we may still 
hope for a change of heart on the part 
of the Government before 1972 (a change 
of government is, of course, also a possi-
bility). But we cannot assess the redistri-
butive effects of the scheme by looking 
only at the benefits. We must also con-
sider who is to pay for them . 

ways to more redistribution 
We have already noted that, even with-
out any immediate increase in the bene-
fits, the burden of contributions borne 
by the low paid worker will not be sub-
stantially reduced. There are three ways 
in which the burden could have been 
shifted farther in his favour: by exact-
ing higher contributions from employers, 
·by a bigger exchequer contribution, or 
·by a higher ceiling (or none) on em-
ployees' contributions. 
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The Government's reluctance to raise 
employers' contributions is understand-
able, given its present preoccupation 
with the effect of industrial costs on the 
balance of payments. It is by now gen -
erally accepted, moreover, that loading 
the major part of the cost of social secur-
ity on to employers does not necessarily 
lead to greater equity . The question of 
who ultimately pays employers' contri -
butions is difficult to answer at all pre-
cisely, but it seems certain that a large 
proportion of any increase will be passed 
on to the consumer in higher prices or, 
in the long run perhaps, to the worker in 
lower wages. The effect on both prices 
and wages need not be indiscriminate. 
The Government could , if it wished, take 
measures to protect the lower paid and 
to hold down prices of essential goods 
and services. The fact remains, however , 
that making the employer pay is not the 
imple socialist so lution to the problem 

of financing social security that it was 
once thought to be. 

lf the ultimate impact of employers' con-
tributions is difficult to predict, it is still 
more difficult to say out of whose pocket 
the Exchequer's contribution comes . One 
thing is clear, however, the proposed 
contributions are to be a fixed percent-
age of earnings up to the ceiling of one 
and a half times the national average. 
In comparison, a progressive tax (that is, 
one which represents a higher percentage 
on larger incomes than on smaller ones), 
or even a proportional (fixed percentage) 
tax with no ceiling, would favour the 
lower paid. So, for example, if part of 
the income. to be derived from em-
ployees' contributions were instead ob-
tained from income tax, the low paid 
worker would fare better. The point is 
worth stress ing because, in the general 
rejoicing at the abolition of the long con-
demned and intensely regress ive fl at rate 
contribution, there is a risk that earning 
related contribution may come to be 
rega rded a the ideal way of financin g 
social securi ty. 

It is worth stress ing for another reason 
too. Although the Exchequer contribu-
tion, according to the White Paper , is to 
be 18 per cent of the combined contri-

' 

butions of insured persons and employ-
ers- about the same proportion as at 
present- it is likely that the real cost to 
the Exchequer will be less than this in 
the early years . The arithmetic is simple. , 
In the first year, 1972-73, the total outgo 
of the proposed scheme, according to the 
Government Actuary's figures, will be 
only £16 millions more than the estim-
ated cost of the present scheme in that 
year . How much extra income the new 
scheme contributions will produce de-
pends on the amount of contracting out. 
If there were no contracting out at all, 
an extra £400 millions or thereabouts 
would be collected from insured persons 
and employers. Even if the actual in-
crease in contribution income turns out 
to be only £100 millions, all but £16 
millions of this will go into the National 
Superannuation Fund and thence to the 
Exchequer (assuming that the fund is to 
be invested, like the present National 
Insurance Fund, in Government securi-
ties) , thus reducing the net cost of the 
scheme to the Exchequer. The Govern-
ment Actuary's estimates show that, if 
there were no contracting out, the scheme 
would start with a surplus of £390 mil-
lions for the first year, while the Ex-
chequer's contribution for that year 
would ·be £361 millions ; in other words, 
the Exchequer would receive from the 
F und more than it contributed! Allow-
ing for contracting out, it seems certain 
that the Exchequer will have to bear 
part of the cost oi the scheme, but its 
net contribution could well be far less 0 
than it contributes to the present scheme. p 

If this is so, the question which con-
cerns us is not simply whether the Ex-
chequer should pay more or less than 
18 per cent of the corn bined contribu-
tions of insured persons and employers, 
but whether , in the likely event of the 
proposed contributions (including that of 
the Exchequer) exceeding what is re-
quired to meet the initial cost of the 
benefits, the "profit" should be u ed to 
reduce the Exchequer's contribution be-
low the theoretical 18 per cent, or 
whether it should be used to reduce the 
contribution rates for insured persons 
and I or employers (there is, of course, 
another possibility- that, as suggested 

jJ 
p 



above, the fiat rate pension could be sub-
stantially increased, in which case the 
predicted surplus would presumably be 
a:bsorbed' by the increased cost ; the pre-
sent argument is based on the pessimistic 
assumption that this will not happen). 
This is, perhaps, an academic point, since 
the Treasury would, one may be sure, 
firmly veto any proposal to reduce the 
initial contribution rates of the other two 
parties. Academic or not, however, it is 
a point that needs to be understood if 
the real effect of the proposed changes 
is to be fully appreciated. To the extent 
that the new graduated contributions re-
place the existing fiat rate contributions, 
they clearly favour the lower paid 
worker. To the extent that they relieve 
the Exchequer of its share of the cost, 
they represent a transfer from progres-
sive (or potentially so) taxation to a pro-
portional tax which, on earnings above 
one and a half times the average, is actu-
ally regressive. 

a ceiling on contributions? 
This brings us to the question of the 
ceiling. The 1957 National Superannua-
tion scheme suggested that contributions 
should be levied on earnings up to four 
times the average wage. This would now 
mean nearly £100 a week or £5,000 a 
year. The idea of a ceiling was presented, 
not as a way of limiting the contribution 
paid by top salary earners, but as a way 
of preventing the payment of very high 
pensions •by a scheme intended to reduce 
inequalities in old age. The maximum 

1• pension would have been about one and 
<· a half times average industrial earnings 

-about £36 a week at present levels. 

The ceiling proposed in the White Paper 
is very much lower. Contributions would 
only be payable on earnings up to one 
and a half times the national average 
and the maximum pension for a single 
person, based on April 1969 earnings, 
would be only £13 4s. The reason for 
this drastic reduction in the scope of the 
'Scheme lies in the growth of occupational 
schemes since 1957. By limiting the State 
scheme to the lower range of earnings, 
ample scope is left for private provision 
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and employers with schemes covering 
higher paid employees will be encour-
aged to continue them (though the en-
couragement is somewhat reduced by the 
absence of any ceiling on employers' 
contributions) . At the same time, the 
State scheme will extend far enough up 
the income scale to provide adequate 
pensions for those solely dependent on 
this source of retirement income. 

It is undeniable, however, that the lower 
ceiling must reduce to some extent the 
redistributive effect of the scheme. Since 
contributions on earnings above half the 
national average will only earn pension 
at the 25 per cent rate, they will help to 
pay for the 60 per cent pensions payable 
on earnings up to half the average. The 
higher the contribution ceiling, the bigger 
the "profit" available to subsidise the 
pensions of low paid workers (or, in the 
short term, to pay for an immediate in-
crease in the fiat rate pension). 

What the White Paper offers is a com-
promise between the conflicting aims of 
redistribution and encouragement of pri-
vate provision. At first sight, the pro-
posed ceiling may seem disappointingly 
low. In fact, however, a higher ceiling 
would make surprisingly little difference 
to the finances of the scheme. As we 
have already noted, only 7 per cent of 
employees earn more than one and a 
half times average industrial earnings. Of 
those 7 per cent, proba'bly the majority , 
earn only a few pounds a week more. 
The additional contribution income that 
would result from a much higher ceiling 
would not, therefore, be of great signi-
ficance relative to the total income and 
expenditure of the scheme, though it 
would result in much higher contribu-
tions by a minority of highly paid em-
ployees . Given these facts, it is hard to 
blame the Government for setting the 
ceiling where it has, unless one is also 
prepared to argue that the Government 
is wrong to encourage the continuation 
of private schemes in roughly their pre-
sent form. 

On balance, the scheme cannot be de-
scribed as radically redistributive. Com-
pared with the present situation, how-
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ever, it has a distinct bias in favour of 
the lower paid worker. When it is fully 
mature, it will go a long way towards 
eliminating the poverty that is still the 
lot of so many old people in Britain. But 
it cannot be too strongly emphasised that 
"fully mature" means not merely that 
the youngest group of pensioners will be 
getting the full benefit of the scheme 
(the situation that will be reached in 
1992), but that older pensioners wm be 
in the same position-and this will take 
much longer to achieve. 



contracting out 

"Half of all employed persons, including 
about two thirds of aH employed men, 
are now members of occupational pen-
sion schemes", the White Paper tells us , 
quoting the findings of the Government 
Actuary's latest survey. Of the total 
membership of over 12 million, 8 million 
are in private industry and 4 million in 
the public sector. If the Conservative 
Party can be said to have a policy on 
pensions, it is to foster the growth of 
private occupational schemes and to re-
duce the role of the State to a minimum. 
Naturally, therefore, much of the com-
ment on the Government's proposals was 
concerned with comparing the benefits 
with those offered by private schemes in 
terms of value for money, and with the 
probable effect on occupational schemes 
on the new scheme's introduction. 

comparing benefits 
The biggest problem of presentation 
which the drafters of the White Paper 
had to solve was how to prevent mis-
leading comparisons being made between 
the new scheme and those of private em-
ployers. To say that the scheme offers 
good or bad value for money, one must 
first make a realistic estimate of the 
probable cash value of the pension (in-
cluding, where appropriate, that of the 
widow) both at the time when it comes 
into payment and thereafter ; and this 
involves assumptions as to future in-
creases in earnings, both those of the 
particular individual and the national 
average. The calculation is further com-
plicated by the fact that the White Paper 
not only gives a definite promise of in-
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COMPARATIVE PENSIONS AT APRIL 

, proportion of 
national .average amount 
earnings during of 
working Hfe 

t 
t 
average 
It 
It 

earnings 
£ s 

11 0 
16 10 
22 0 
27 10 
33 0 

fully mature 
new scheme 

pension* 
£ s 
6 12 
8 0 
9 7 

10 15 
12 2 

flation proofing of pensions in payment 
but also offers the hope that they will 
rise in line with average earnings. 

In the interests of intelligibility, the 
White Paper had to give some indication, 
in hard cash terms, of what the pen-
sions offered by the scheme would actu-
ally look like when they came to be 
paid. It could, of course, have shown 
what would ha,ppen if wages rose by, 
say, 3t per cent per annum between now 
and the end of the century. To do so, 
however, would have produced figures 
much lower than the pensions that are 
in fact likely to emerge. In order to do 
justice to the scheme, a higher rate of 
wage increases would have to be assumed 
- but the political implications of a 
White Paper assuming wage increases of, 
say, 6 per cent per annum for the next 
30 years obviously ruled out this ap-
proach. 

The solution actually adopted is a stroke 
of genius. The White Paper does not 
show how much pension a man aged 45 
in 1972 will receive when he retires 20 
years later. Instead, it shows what a man 
now aged 65 would have got if the 
scheme had been introduced 20 years 
ago, and compares this with what he is 
actually getting today. 

In one respect the comparison is slightly 
unfair as the figures given for the new 
scheme pension assume that the scheme 
has been in operation for 20 years, 
whereas the figures given for the Tory 
graduated pension show only the 
amount of pension accrued in the seven 
years since the scheme commenced. How-

1968 EARNINGS LEVELS 

present scheme pension 
flat rate graduated 

£ s s 
4 10 + 1 
4 10 + 5 
4 10 + 8 
4 10 + 9 
4 10 + 9 

total 
£ s 
4 11 
4 15 
4 18 
4 19 
4 19 

*o~~ssumption scheme commenced in 1948. 
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ever, to have shown figures calculated on 
the same basis would have involved com-
pletely arbitrary assumptions as to the 
changes that might have occurred in the 
scheme if it had commenced thirteen 
years earlier. 

By showing what would have happened 
if the new scheme had started in 1948, 
the White Paper, in effect, throws out a 
challenge to those who prefer private to 
State provision to show what kind of 
pensions an occupational scheme would 
have produced in return for the same 
contributions over the same period. The 
challenge has not been taken up. If it 
had been, the comparison would inevit-
ably have been very much to the disad-
vantage of the occupational scheme, as-
suming that it was fully funded (and one 
of the main advantages claimed for 
private schemes is that they are "pro-
perly funded"). This is partly due to the 
favourable treatment given to those re-
tiring in the early years of the new 
scheme. If a similar comparison were 
made over a period of 40 rather than 20 
years, the occupational scheme would 
put up a better showing, provided that 
the comparison was limited to the initial 
pension paid to a man on retirement . 
Taking into account post-retirement pen-
sion increases in the State scheme, how-
ever, the occupational scheme would be 
extremely unlikely to measure up to the 
White Paper proposals. Such a compari-
son would anyway be unreal because 
few, if any, occupational schemes offer 
pension increases of the kind proposed 
in the White Paper-that is, inflation 
proofing as a minimum, with the proba-
bility of something more. 

Despite the deliberate omission from the 
White Paper of any prediction as to the 
size of the pensions that would emerge 
2~ years ahead or more, the press in-
sisted on making the kind of misleading 
comparison that this omission was in-
tended to prevent. The attitude of some 
newspapers was similar to that of the 
Tory shadow Ca:binet which, according 
to the Guardian's political correspondent 
(30 January 1969) was "basing its study 
of the plan on the assumption that pri-
vate occupational pension schemes offer 

better value to the contributor than any u 
State scheme could do" (my italics). di 

fin 
Both The Times and the Daily Telegraph D 
must be exempted from this criticism. ··ts 
Although both ran extremely hostile · 
leaders on the day after the White 
Paper's appearance, neither felt able to 
suggest that the scheme, judged by corn- toe 
mercial standards, was not good value ins 
for money. The Daily Express, on the he 
other hand, published (29 January 1969) ''tt 
a table purporting to show that anybody yo1 
aged 40 or under would do better by in- set 
vestin:g in private insurance than by con- fra 
tributing to the Government's scheme. we 
To produce this result, the a:uthors of the by 
Express article, Andrew Fyall and Colin 
Smith: 

ere 
as 
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1. Quoted the pension figures from the 'ing 
White Paper, based on 1968 earnings bol 
levels, ignoring the fact that their ex- Sta 
amples related to men retiring between of 
1992 and 2007, when the State scheme or 
will be paying pensions based on very wic 
much higher earnings ; 

2. Based their comparison on a fixed per 
annual contribution, ignoring the fact ot~ 
that contributions would rise with the ta 
individual's earnings, and thus weighting the 
the comparison in favour of the private of 
scheme; get 

cot 
3. Compared the pensions payable at the tnsr 
time of retirement by the State and pri- dot 
vate schemes respectively, ignoring the UnJ 
fact that the State scheme offers regular to: 
pension increases after retirement ; he 

4. Ignored the benefits for dependent 
wives and widows offered by the State 
scheme. 
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It is possible that Messrs Fyall and Smith ' 
were doing their best with a story neither ·nl! 
of them understood-a situation in which 
journalists often find themselves. What 
is far more disturbing than this lapse in 
journalistic standards is the fact that the 
comparative figures showing the benefits 
of private insurance were supplied by "a 
spokesman for the giant Vehicle and 
General Insurance group (assets £33 mil-
lion)". Did this !>pokesman know to what 
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use his figures were to be put? If he 
didn't know, surely he had a duty to 
find out, or at least to insist on the 
Daily Express publishing a correction of 
its grotesquely false comparison . 

Henry Fielding, in the Sun (3 February 
1969), attempted a similar exercise, but 
took the precaution of explaining to the 
insurance companies he approached what 
he was up to. "Frankly," he reported, 
"they were not very helpful. They said 
you could not compare the Government 
scheme with a straight commercial job 
from them." Despite this warning, he 
went on to quote the benefits provided 
by various commercial insurance poli-
cies, falling into precisely the same traps 
as Expressmen Fyall and Smith, and-
to make the comparison still more mean-
ingless, if that were possible-ignoring 
both the employers' contribution to the 
State scheme and the fact that a third 
of the total contribution will go to pay 
for benefits other than retirement and 
widows' pensions. 

Mr Fielding would not pretend to be a 
pensions expert. Arthur Seldon, on the 
other hand , would certainly claim this 
status. Yet we find him complaining in 
the Sunday Telegraph (2 February 1969) 
of " the poor value most pensioners would 
get in the State scheme: a man of 40 
could get about twice as much from the 
insurance companies" . As Mr Seldon 
does not explain how he arrives at this 
improbable conclusion, it is impossible 
to say whether, like the Shadow Cabinet, 
he is simply assuming that private 
schemes must offer better value, or 
whether he too has been talking to "a 
spokesman for the giant Vehicle and 
General et cetera, et cetera, or simply 
reading the Daily Express. 

The fact of the matter is, as the insur-
~nce companies admitted to Henry Field-
Ing, that the Government's proposals 
cannot be compared with what occupa-
tional schemes offer . The reason why 
they cannot be compared is simply that 
the new State scheme offers benefits of 
a kind that occupational schemes do not 
and, without a very radical change in 
their whole financial basis, cannot pro-
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vide . Why, then, should the Government 
be so anxious to preserve and encourage 
occupational schemes? Given that the 
State can do the job better, why should 
it not do the whole job? In short, is con-
tracting out either necessary or desirable? 

partial contracting out 
Before attempting to answer this ques-
tion, it may be helpful to explain briefly 
the form that contracting out is to take. 
This is one of the major innovations of 
the new scheme (but innovation, of 
course, is not necessarily the same thing 
as progress). In the past, it has always 
been assumed that, to be allowed to con-
tract out of all or part of a State pen-
sion scheme, employers must be a:ble to 
offer equivalent benefits in their own oc-
cupational schemes. The better the State 
scheme, therefore, the less contracting 
out there would be. The Tory graduated 
scheme was deliberately designed to be 
modest, backward looking and slow to 
mature, so that as many occupational 
schemes as possible would be able to 
offer equivalent pensions and thus to 
contract out. Labour's National Super-
annuation scheme, on the other hand, 
deliberately sets out to provide the kind 
of benefits that occupational schemes 
have shown themselves to be incapable 
of producing-in particular, guaranteed 
inflation proof pensions on retirement, 
with at least the possibility of increases 
in real value after retirement ; a pension 
formula giving far better value to the 
lower paid workers ; and the payment 
of full earnings related pensions after 
only 20 years. Although, ever since 1957, 
the Labour Party has been committed to 
allowing contracting out, it has never 
been clear how any occupational scheme 
would be able to measure up to the 
standard set •by National Superannuation. 

The White Paper offers an ingenious 
solution, which it describes as "partial 
contracting out". This device was, if not 
invented, assiduously promoted by some 
of the brighter elements in the insurance 
industry, who saw it as a way of pre-
serving their freedom to sell the tradi-
tional non-dynamic type of pension 
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scheme, regardless of any improvements 
in the State scheme. Its adoption in the 
White Paper represents a major political 
victory for the life offices. The idea is 
that, instead of contracted out schemes 
providing similar benefits to the State 
scheme, they will simply offer pensions of 
fixed cash value, with no requirement 
that they should be protected from in-
flation or geared to the rising living 
standards of the community, either dur-
ing the individual's working life or after 
his retirement, no bias in favour of the 
lower paid, and maximum benefits pay-
able only to those who have contributed 
for the whole of their working lives. Nor 
will contracted out schemes have to 
match the generous widows' benefits 
offered by the State scheme. So that the 
pensioner should not stand to lose any-
thing, the State will undertake to pay the 
whole of his pension, calculated as if 
he had not been contracted out at all, 
less the amount due to him from con-
tracted out occupational schemes of 
which he has been a member. The cost 
of any post-retirement pension increase 
will be met in full by the State, the occu-
pational scheme merely being required to 
continue paying a fixed amount of pen-
sion regardless of changes in the value 
of money or in the general level of 
earnings. Similarly, the State will pay the 
whole of the widow's pension . 

A simple example will show how this 
would work. Suppose that two men with 
identical earnings records retire in 1992, 
and that average earnings have then 
risen to £50 a week. The first man, who 
was never contracted out, gets a pension 
of, say, £20 a week from the National 
Superannuation Fund . The second man 
was contracted out for a few years in 
the 1970s and his employer, in exchange 
for a reduction in contributions to the 
State scheme, undertook to pay him a 
pension of £ l a week through his occu-
pational scheme. The value of that £1 
of occupational pension may be far less 
when it comes to be paid in 1990 than 
when it was earned, in the 1970s, but 
the man's total pension will not be 
affected because the State will make it 
up to the same level as if he had not 
been contracted out . 

Similarly, once the £1 occupational pen-
sion is in payment, the employer will 
not be expected to increase it if its value 
is eroded by inflation or if average earn-
ings rise. Pension increases will be en-
tirely the State's responsibility . If such 
increases amount to 50 per cent between 
1990 and 2000, for instance, the first 
man's State pension will go up from £20 
to £30 a week. The second man's will go . 
up from £19 to £29, the employer's share 
remaining the £1 that he originally con-
tracted to provide. 

This description of "partial contracting 
out" is based only partly on the White 
Paper itself. The detailed provisions were 
left to be discussed with "representatives 
of occupational schemes and others con-
cerned". The White Paper merely stated 
that contracted out employees and their 
employers would pay a lower percentage 
contribution and, as a counterpart, there '' 
would be "a deduction" from the em-
ployee's personal retirement pension. This 
deduction would be the amount which 
the occupational scheme would have to 
guarantee. Whether it would be deter- n 
mined in advance, so that the employer 1 
would know exactly how much pension a 
he was required to provide, or whether 
he would be expected to provide a "dy- 1 
namic" pension, tied to an ~ndex of 
earnings up to the time of retirement and 
to either a prices or earnings index there-
after was not stated . But the White Paper 
acknowledged the difficulty of asking 
employers "to take on an unknown corn- a 
mitment which would depend on future 
movements in price and earnings levels" 
and it seemed a reasonable assumption 
that they would not be required to do 
so. Even if contracted out schemes had 
to provide pensions geared to current 
average earnings on retirement, it was 
difficult to see how they could be re-
quired to match the post-retirement in-
creases given by the State scheme, since 
those increases were to be decided on 
each occasion by the Government in the 
light of existing circumstances. This in -
terpretation of the Government's inten-
tions was soon confirmed by a document 1 

circulated by the Department of Health 
and Social Security to the bodies taking 
part in the discussions on contracting out, 
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which proposed that "the abatement of 
State pension and the pension to be 
guaranteed by the occupational scheme 
should be fixed in money terms, and 
should not be subject to revaluation 
either before or after a ward". 

the case for private schemes 
Partial contracting out, generally known 
in insurance circles as " abatement", 
would make it possible for occupational 
schemes to remain in possession of part 
of the territory which the new State 
scheme is designed to cover. But why 
should it be thought desirable that they 
should do so ? Let us consider the rea-
sons advanced by The Times (29 Janu-
ary 1969) for preferring to "place the 
emphasis on private insurance : 

"Private insurance and pension schemes 
have to be actuarially sound; they have 
to be funded ; they provide investment 
capital for industry ; they provide flex-
ible cover to suit differing personal 
needs ; they are invested in real assets 
which rise in value with inflation ; they 
avoid the creation of a new state bureau-
cracy and are likely to be administered 
with greater cost economy. State schemes 
are not funded, do not have real assets, 
do not contribute to creating the wealth 
from which pensions are eventually to be 
paid. They do not give the citizen the 
feeling of providing for his own future , 
and indeed benefits bear only the vaguest 
relationship to payments, and may be a 
bad bargain as well as a good one for 
the individual." 

The idea that private schemes have to 
be "actu.uially sound" was exploded as 
long .. gn as 1958 by no less an authority 
than the President of the Institute of 
Actuaries, who admitted : "I do not 
know a completely satisfactory definition 
of solvency, but even if one is assumed 
to exist then many schemes which are 
solvent on that definition at one point 
of time would immediately be rendered 
insolvent by an increase in the level of 
wages". Pension schemes, he continued, 
"are not to be regarded as a rigid rail-
way track to a fixed destination. The 
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target is continually shifting, mainly be-
cause of changes in wage levels, but also 
because of changes in mortality, interest, 
expense and tax . Pension schemes can 
therefore be more happily regarded as 
homing on to a distant and moving tar-
get under the guidance of the actuarial 
radar tracking system. Whether a scheme 
will be successful or not is only in part 
a question of where it is now: that is to 
say, its current degree of solvency. It is 
also largely a question of the power of 
its driving force to bring it curving on 
to track in due course. The main driving 
force is the ability of the employer to 
fulfil his obligations and to increase his 
contributions whenever necessary. Solv-
ency is therefore often inextricably 
bound up with the resources of the em-
ployer" (F. M. Redington, Presidential 
address, Journal of the Institute of Actu-
aries, 1959, vol 85, pt I, pp5-6). 

If this is what actuarial s.oundness 
amounts to, it hardly constitutes the pro-
tection that most people imagine. The 
right to draw an occupational pension 
30 or 40 years in the future is a very in-
secure asset if it depends on the employ-
er's ability to increase his contributions 
to whatever level the radar tracking sys-
tem may require at any time in the in-
tervening period . 

We have already examined the argument 
that funded private schemes are superior 
to a pay as you go State scheme because 
of their effects on savings and investment, 
and found it to be a good deal less per-
suasive than might be supposed from the 
dogmatic tone in which it is advanced 
by The Times . Nevertheless it is an argu-
ment which demands serious attention. 
But instead of concentrating on this point 
which, on any view, has at least some 
substance, The Times proceeds to wander 
off into a fantasy world . Private schemes, 
it tells us, "provide flexible cover to suit 
differing personal needs" . Top hat 
schemes for a few wealthy individuals 
may do this-the main "personal need" 
catered for by them being the need to 
avoid income tax. But the average em-
ployee in a firm which runs an occupa-
tional scheme is obliged to join it and 
offered little or no choice as to the level 
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or type of benefits for which he is cov-
ered. Why compulsory membership of 
the ICI pension scheme, for example, 
should "give the citizen the feeling of 
providing for his own future" is a pro-
found mystery. 

Private schemes, in the looking glass 
world inhabited by The Times, offer pro-
tection from inflation because they are 
"invested in real assets" . The much 
surer protection from inflation offered 
by a pay as you go scheme is, curiously 
enough, omitted from The Times' list 
of characteristics of State schemes. As 
for benefits bearing " only the vli'guest 
relationship to payments", if this is true 
of State pension schemes, it is still more 
true of privat~ schemes, not only because 
of the extreme vagueness of the concept 
of actuarial solvency, but also because 
the employer decides unilaterally what 
propo·rtion of the cost of his scheme, if 
any, should be borne by the employees 
and often does not even ·bother to tell 
them whether they are paying 10 per 
cent or 90 per cent of the total. 

Most fantastic of all , however, is the 
argument that private schemes are more 
economical in administration. Admittedly 
the Government Actuary's estimate that 
the cost of administering the new scheme 
will be less than 2 per cent of the bene-
fits is an understatement, since it leaves 
out the cost to employers of collecting 
the contributions. Even allowing for this, 
by commercial standards the scheme will 
be absurdly cheap to run. Comparisons 
are difficult, but it would be astonishing 
if a single State scheme covering the 
whole working population cost anything 
like as much to administer as the 65,000 
occupational schemes which at present 
cover only half of all employed persons 
- and that half excludes most of the 
more mobile workers, as well as most 
low earners for whom administrative 
costs are inevitably high in relation to 
the size of their benefits . It is not even 
true that the new scheme will be more 
expensive to administer than the present 
National Insurance scheme. The White 
Paper predicts "a considerable net sav-
ing in employers' administrative costs" 
as well as in the administrative costs 

borne by the State, as a result of the re-
placement of the present dual system of 
flat rate and graduated contributions b}'l 
a single wage related contribution. 

It may seem unfair to compare occupa-
tional schemes in their present obviously 
unsatisfactory state with the White 
Paper's proposals which are not to be 
brought into effect until 1972 at the 
earliest. Occupational schemes, it may be 
ar·gued, have improved over the years, 
and will continue to improve. The weak-
ness of this argument is that, under the 
proposed contracting out arrangements, 
employers will have no incentive what-
soever to improve their schemes. All they 
will have to do is to .go on providing 
static, fixed value (or, in real terms, 
diminishing) pensions of a kind which 
ought to have been made illegal years 
ago, while the State will take over the 
whole responsibility for ensuring that 
pensioners are not only protected from 
inflation but enabled to enjoy a steadily 
rising standard of living . If an employer 
invests his pension fund skiHfully, so that 
it grows more rapidly than is necessary 
to satisfy the contracting out conditions, 
he may choose to increase the benefits 
(in which case his ex-employees' incomes 
will probll'bly rise faster than average 
earnings) or, more probably, he will re-
duce his contributions to the fund . The 
basic job of keeping pensions in line 
with rising living standards, however, 
will be taken out of the employer's hands 
altogether, except insofar as his scheme 
is built on top of the State scheme rather 
than merely providing a substitute for 
part of it. 

Contracting out, therefore, should not 
be seen as a way of raising standards of 
retirement provision, but simply as a way 
of ensuring that most private schemes 
remain in existence, albeit on a reduced 
scale in some cases. 

fixing the price 
There are two major questions to be re-
solved in the discussions between the 
Government and the various interests 
concerned which are now at an advanced 



stage. These are, first, how big a reduc-
tion in contributions will be conceded to 
contracted out employees and their em-
ployers and, secondly, how much pension 
the employer will have to provide as the 
counterpart of this reduction. 

The size of the reduction or abatement 
of contributions is crucial, not only for 
occupational schemes but, still more, for 
the State scheme. Given that the object 
of the contracting out arrangements is 
to leave enough scope for most occupa-
tional schemes to continue operating on 
something like their present scale, there 
is a good case for allowing them to pro-
vide as large a proportion of the total 
pension as possible. Contracting out, 
however, means that contributions which 
would have been availa!ble immediately 
to finance State pensions on a pay as you 
go basis will instead be invested in occu-
pational schemes to finance private pen-
sions at some time in the future . It is 
true that there will be a corresponding 
reduction in the future li<i!bilities of the 
State scheme so that, in the very long 
run, its finances may not be adversely 
affected; but in the short run, if large 
numbers oi employees are contracted 
out, and particularly if they are excused 
a large proportion of the contributions 
they would otherwise pay to the State 
scheme, the effect on the financial bal-
ance of the scheme could be very serious. 
The Government Actuary estimates that, 
if there were no contracting out at all 
and no increase in the flat rate pension 
beyond that required to maintain its 
value relative to average earnings, the 
new scheme would produce an annual 
surplus for about 15 years ; but if the 
5t million employees contracted out of 
the present graduated scheme were also 
contracted out of the new scheme, "each 
t per cent a side reduction in the con-
tributions would reduce the period of 
growth of the fund by about one and 
a half years". For example, if contracted 
out employees paid 3t per cent instead 
of 4t per cent of their earnings to the 
National Superannuation Fund, and their 
employers' contributions were similarly 
reduced, the income of the Fund would 
exceed its expenditure for only about 
nine years instead of fifteen, and the 
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contribution rates would have to be in-
creased in 1981 instead of 1987. If the 
numbers contracted out rose from 5-!-
million to 8 million, the fund would show 
an annual surplus for only about five 
years, while an abatement of 1 t per cent 
rather than 1 per cent per side, with 8 
million contracted out, would mean that 
the scheme would be in the red almost 
from the start. To allow contracting out 
to deprive the National Superannuation 
Fund of a substantial part of its poten-
tial income in this way would not only 
rule out the possibility of a worthwhile 
improvement in the flat rate pension in 
1972, it would also have an effect on the 
two yearly reviews of benefit rates, mak-
ing it more difficult to achieve the aim of 
raising benefits in line with average earn-
ings. 

Another factor limiting the possible area 
of contracting out is the redistributive 
element in the pension formula. The Life 
Offices' Association made it clear, in a 
statement commenting on the White 
Paper, that the insurance companies are 
not interested in taking over the prefer-
ential rates of pension payable to lower 
paid workers, nor the abnormally speedy 
build up of pension rights in the first few 
decades of the · scheme. The part of the 
scheme they are interested in is the pen-
sion of 36f per cent of earnings (roughly 
0.8 per cent for each year of employ-
ment) which a man at the scheme's ceil-
ing (one and a half times average earn-
ings) would get in exchange for contri-
butions over his full working life. Since 
those with lower earnings would get a 
pension of between 36f per cent and 60 
per cent, contracted out schemes could 
undertake to provide a 36f per cent pen-
sion for everybody, up to the ceiling, 
leaving the balance of up to 23t per cent 
to be paid by the State. 

The first "consul~tive document" , issued 
by the Department of Health and Social 
Security as a basis for discussion of the 
terms for contracting out, came to a 
broadly similar conclusion as to the 
amount of ·pension that could be left for 
occupational schemes to provide. It also 
pointed out that a larger a!batement of 
pension could mean that some pension-
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ers would receive a smaller State pension 
than they would get und'er the present 
scheme, with the result that their total 
pension rights might be reduced unless 
their employers' schemes were expanded. 

A second "consultative document" put 
forward the Government's views on the 
reduction of contributions that could be 
offered to those contracted out: "On a 
balance of the factors involved, a fair 
contribution a-batement at the outset of 
the new scheme for a pension abatement 
of 0.8 per cent of earnings would be 
likely to lie in the region of 1 per cent 
a side of the employee's reckonable earn-
ings up to the scheme's earnings ceiling". 
If one per cent a side seems a small con-
tribution abatement in relation to the 
proportion of the total pension to be 
provided by the occupational scheme, it 
should be remembered that the occupa-
tional pension will not be linked to aver-
age earnings but fixed in cash terms with 
no post-retirement increases. Nor will it 
include any addition for a dependent 
wife or provision for widowhood . Even 
if the fullest possible scope is left for 
contracting out, by fixing the pension 
a,batement at 0.8 per cent of earnings 
per year, it will still represent a rela-
tively small proportion of the total bene-
fits, especially during the abnormally 
rapid build up of pension rights up to 
1992. 

The Life Offices, however, seemed to be 
thinking (at least as an initial negotiat-
ing position) in terms of a much bigger 
contribution abatement than 1 per cent 
a side. The Daily Telegraph's City Edi-
tor (30 January 1969), suggested that the 
abatement, if contracted out schemes 
were to provide 36t per cent pensions, 
might be 2 per cent per side-a figure 
also quoted by the Economist. How and 
by whom this figure was arrived at is 
not clear, but it would hardly be sur-
prising if a representative of the Life 
Offices had discreetly suggested it to one 
or two friendly journalists. At all events. 
three months later, when Richard Cross-
man, in a speech at Watford, appeared 
to be suggesting that a reduction of one 
and a half per cent per side might be 
more than the Fund could stand, Mr 

Gordon Bayley, Chairman of the Life : 
Offices' Association, reacted with the r 
statement that one and a half per cent i 
was "peanuts" and that, if th.e Fund was 1 
in danger of going into the red, the 1 
Government should increase its contri- i 
bution. 

Subsequent statements by both the Life 1 
Offices' Association and the National i 
Association of Pension Funds (NAPF), 
however, were more moderate both in r 
tone and in content. The NAPF reported 
in July that about half its members , 
would be satisfied with a contribution 
abatement of not less than 1.2 per cent 
in relation to a 0.8 per cent pension 
abatement. At about the same time the 
Life Offices' Association not only con-
ceded that a contribution abatement of 
one and a half per cent would be "suffi-
cient to encourage employers and em-
ployees generally to undertake the ad-
ministrative complications of contracting 
out", but even admitted that the pension 
abatement corresponding to such a re-
duction of contributions would be more 
than 0.8 per cent-perhaps as much as 
one per cent. 

There is therefore a reasonable pros-
pect of the Government producing a 
contracting out formula broadly accept-
able to the occupational pension interests 
and generous enough to encourage a 
large volume of contracting out. The 
danger in this situation is that the terms 
will prove to be too generous for the 
health of the new State scheme. This 
danger is inherent in the basis on which 
the discussions have been conducted. The 
White Paper placed the Government in a 
weak bargaining position by saying that 
the contribution abatement, for employer ' 
and employee together , would represent 
the "commercial" cost of the pension to 
be provided by the occupational scheme. 
Tn other words, the Government was pre-
pared, in effect, to buy pensions from the 
private sector at the price that an em-
ployer would have to pay an insurance 
company. But is this the right price? 

To calculate the insurance premiums on 
a policy providing a deferred annuity in 
fixed cash terms (which is what the 



contracted out pension will be) involves 
making assumptions about inflation and 
its effects on investment yields. The more 
rapidly the value of money falls, the 
more cheaply it should be possible to 
provide an annuity of a fixed cash 
amount, simply because the insurance 
company's investments should roughly 
maintain their real value in a period of 
inflation, while the real value of the 
annuity will fall. Economic growth pro-
duces much the same effect, raising in-
vestment yields and thus enabling an 
annuity of a given amount to be pur-
chased by lower premiums. These two 
factors , economic growth and inflation, 
are thus essential elements in determining 
the "commercial" cost of a given pen-
sion. Insurance companies, being prudent 
financial institutions, naturally err on 
the side of safety in guessing what their 
combined effect will be over a period of 
several decades. As a result the premiums 
they demand (that is the commercial cost 
of the pension) are inevitably higher than 
would be required on a more balanced 
view of probable future economic trends . 
This tendency to over charge does not 
show up in the insurance companies' pro-
fits but in th.eir accumulated reserves 
which, in respect of policies of this kind , 
are far greater than is likely to prove 
necessary. 

By agreeing in advance to pay the com-
mercial price for the pensions to be pro-
vided by contracted out schemes, the 
Government has ensured that whatever 
agreement is reached with the occupa-
tional pension interests will be a bad deal 
for the general body of contributors. All 
the more reason, therefore, why not only 
the terms of contracting out, but the way 
in which they are arrived at should be 
made public. At the very least, a White 
Paper should be published showing how 
the proposed contribution abatement 
compares with the "commercial" cost of 
the pension to be provided and explain-
ing any discrepancy. Details should also 
be given of the actuarial assumptions on 
which the commercial cost is based-
especially the assumptions regarding in-
vestment yields. This is a major political 
decision whose results will extend over 
a very long period of time and which 
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ought to be clearly explained and under-
stood . 

conclusion 
The Government's proposals for a new 
National Superannuation scheme undeni-
ably represent a very considerable ad-
vance on the present national insurance 
scheme. But it is twelve years since pro-
posals for a reform of this kind were 
first put forward by the Labour Party, 
and what was once a pioneering scheme 
will now do little more than bring Britain 
into line with our European neighbours 
in the provision made for income main-
tenance in retirement. 

In one crucial respect- the treatment of 
existing pensioners and those becoming· 
pensioners in the early years- the Gov-
ernment's intentions, so far as they can 
be deduced from the White Paper, fall 
seriously short of the 1957 proposals; 
but there is still time for a change of 
heart on this point . 

In other respects-especially the new deal 
for women- the scheme has clearly been 
worked out with great care and genuine 
concern to improve the situation of the 
neediest sections of the aged population, 
while at the same time offering the aver-
age worker a decent standard of living 
in retirement. 

The one innovation which gives serious 
grounds for anxiety is the proposal for 
"partial contracting out". It has very 
little to do with the desire to provide 
better pensions, and is mainly the result 
of political and economic considerations 
far removed from the problems of pro-
vision for old age as such. Its impact on 
the scheme and its implications for the 
future development of occupational 
schemes therefore need to be watched 
with the greatest care. 

Decisions are in the process of being 
made which will affect living standards 
of retired people for generations ahead. 
This study of the Government's pro-
posals has been written in the belief that 
these decisions ought to be taken openly 
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and with the broadest possible under-
standing of their consequences. There is 
little time left for public discussion of 
the White Paper's proposals. What time 
there is must be used to the full. 



fabian society 

The Fasbian Society exists to further 
socialist education and research. It is 
affiliated to the Labour Party, both na-
tionally and locally, and embraces all 
shades of Socialist opinion within its 
ranks-left, right and centre. 

Since 1884 the Fabian Society has en-
rolled thoughtful socialists who are pre-
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